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FREE   TRADE 

CHAPTER  I 

DIFFICULTY   OF   THE    PROBLEM 

FREE  TRADE  is  the  name  given,  by 
common  consent,  to  the  pohcy  of  admitting 
foreign  goods  in  general  into  a  country  with- 
out taxing  them  at  the  place  of  landing.  No 
country,  as  a  matter  of  fact,  has  complete  free 
trade.  Britain,  before  the  war,  put  import  duties 
on  alcoholic  drinks,  tea,  coffee,  sugar,  cocoa  and 
tobacco.  But  none  of  these  duties  was  imposed  in 
order  to  give  an  advantage  to  home  traders.  Excise 
duties  were  imposed  on  our  own  alcoholic  drinks,  to 
balance  the  import  duties  ;  and  the  duties  on  tea 
and  coffee  and  sugar,  articles  which  we  do  not 
produce  in  this  country,  were  levied  for  the  sake  of 
the  revenue  they  bring.  In  Holland,  also,  a  number 
of  small  customs  duties  were  laid  for  revenue 
purposes  only  ;  there,  as  here,  there  was  no  attempt 
to  '  protect '  home  industries  by  making  par- 
ticular foreign  goods  dearer  than  home  made. 
'  Protection  '  is  the  historic  name  for  the  policy  of 
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keeping  up  by  import  duties  the  price  of  articles 
tliat  are  produced  at  home.  The  general  policy, 
on  the  contrary,  of  letting  foreign  goods  compete 
on  an  equality  in  the  markets  of  a  country  with  its 
own  produce,  whether  raw  or  manufactured,  is 
what  is  meant  by  free  trade ;  and  the  rival 
policy,  properly  known  as  '  protection,'  is  what 
has  been  advocated  in  this  country  since  1908 
under  the  name  of  '  tariff  reform.'  This  last  name 
was  oddly  borrowed  from  the  free  trade  movement 
in  the  United  States,  which  calls  for  '  tariff  reform  ' 
in  the  sense  of  cutting  down  the  high  existing  tariff, 
or  schedule  of  protective  duties  on  imports.  In 
Britain  the  label  has  been  made  to  mean  the  setting 
up  of  a  new  protective  tariff.  At  present  (summer, 
1919)  there  is  no  clear  official  or  organised  policy 
of  protection  before  the  country  ;  but  there  has 
been  embodied  in  the  Budget  a  plan  called 
'  imperial  preference,'  under  which  things  already 
taxed  (whether  under  the  special  war  duties  which 
were  set  up  to  check  imports  or  under  the  standing 
duties  on  liquor,  tea,  tobacco,  etc.)  are  allowed  to 
enter  at  lower  rates  when  they  come  from  British 
possessions  beyond  seas. 

It  is  commonly  understood  that  this  plan  is 
chosen  as  a  first  step  towards  setting  up  new 
import  duties  on  foreign  manufactured  and  semi- 
manufactured* goods  ;  and  the  purpose  of  this  book 
is  to  inquire,  as  carefully  as  may  be,  whether  that 

'  Such  as  leather,  pig  iron,  tin  and  otlier  metals,  which  are 
really  the  raw  material  of  great  industries. 
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policy,  followed  in  most  countries  and  latterly 
much  advocated  here,  is  really  in  the  general 
interest  of  industrial  countries  in  general  and  of 
our  own  in  particular.  The  question  is  of  immense 
importance,  and  cannot  be  too  seriously  discussed. 
It  is  too  often  pronounced  upon  without  any 
proper  study  of  its  many  difficulties  ;  and  the 
reader  is  invited  to  treat  it  as  one  upon  which  no 
decision  should  be  come  to  without  an  attentive 
study  of  the  lessons  of  the  past. 

It  is  told  of  an  eminent  man  of  science  that  from 
his  youth  up,  upon  whatever  problem  he  might  be 
engaged,  his  great  concern  was,  in  his  own  words, 
'  to  know  the  go  of  the  thing.'  No  scientific 
terms  could  better  express  the  aim,  and  the 
difficulty,  of  every  inquiry  into  what  we  call  the 
'  law  '  of  a  natural  process.  It  generally  turns 
out  that  '  the  go  of  the  thing  '  is  the  hardest 
problem  of  all.  Botanists  and  gardeners,  between 
them,  know  a  great  deal  about  the  life  of  plants. 
The  scientific  man  has  minutely  studied  the 
structure  of  parts,  and  the  differences  between  the 
orders  ;  the  gardener  knows  what  conditions  and 
what  tendance  are  needed  to  make  each  kind  grow 
best.  But  to  this  day  neither  gardeners  nor 
botanists  are  agreed  as  to  what  really  causes  the 
upward  motion  of  the  sap.  So,  in  the  study  of 
weather,  the  men  of  science  take  immense  pains, 
and  employ  a  multitude  of  delicate  instruments,  to 
measure  wind  pressures  and  rainfall  all  over  the 
earth,  and  to  think  out  the  causes  of  storms  ;   and 
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the  practical  man,  the  sailor  for  instance,  is 
weather-wise  to  the  extent  of  being  often  able  to 
some  extent  to  foresee  the  way  of  the  wind.  But 
neither  he  nor  the  meteorologist  can  yet  tell  us 
with  any  certainty  what  brings  about  rain  ;  why 
for  weeks  together  the  clouds  never  break  ;  or 
why  at  other  times  '  it  rains  '  every  day.  There 
are  at  least  six  theories  of  how  rain  is  '  made.' 
Five  of  them  are  reasoned  scientific  guesses,  never 
proved  by  experiment ;  and  the  sixth  makes  out 
that  rain  is  caused  in  sev^eral  different  ways.  The 
outcome  is,  so  far,  that  weather  cannot  be  confi- 
dently predicted  more  than  a  little  way  ahead. 

Yet  again,  as  to  medicine,  one  of  the  most 
distinguished  of  English  physicians  has  lately  been 
telling  us  that  the  mass  of  new  experience  gained 
in  the  war  has  made  the  doctors  feel  that  they 
have  to  learn  their  business  anew,  finding  if  they 
can  '  the  go  of  the  thing  '  in  regard  to  many  even 
of  the  diseases  they  are  able  to  treat  with  fair 
success,  and  still  more  in  regard  to  those  which 
baffle  them.  Yet  the  doctors  in  general  have  had 
to  spend  a  number  of  years  in  systematic  study 
before  they  are  held  qualified  to  prescribe  for  our 
ailments. 

If,  then,  it  is  so  hard  to  get  a  true  knowledge 
of  '  the  go  of  the  thing  '  in  matters  of  natural 
science,  where  nobody  denies  that  things  happen 
by  regular  '  law,'  we  can  well  understand  that  in 
such  a  matter  as  the  immense  process  of  com- 
merce all  over  the  world,  where  changeable  human 
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wills  are  always  at  work,  it  must  be  a  difficult 
business  to  know  what  makes  trade  go  well  or  ill, 
why  some  countries  grow  rich  and  others  stagnate, 
what  causes  '  depressions,'  why  some  trades 
flourish  and  others  languish  in  the  same  or  in 
different  countries.  Yet  average  men  of  business 
in  all  ages  have  wanted  to  prescribe  for  trade  by 
laws  and  taxes. 

This  means  a  multitude  of  new  risks.  Every- 
body in  business  knows  more  or  less  about  his 
own  ;  though  some  men  plainly  have  special  gifts 
of  '  making  things  pay.'  But  all  commercial 
history  goes  to  show  that  the  power  to  run  one's 
own  business  well  does  not  mean  the  power  to  plan 
good  laws  for  the  whole  of  trade.  To  understand 
a  trade  is  not  to  understand  trade,  which  is,  as  it 
were,  the  blood  circulation  of  the  whole  common- 
wealth. Men  naturally  see  things  in  the  light  of 
their  own  interests  :  it  does  not  at  all  follow  that 
the  laws  they  would  like  to  make  for  trade  are  in 
the  interests  of  the  nation  as  a  whole.  If  the  seller 
is  to  legislate  for  the  buyer,  whose  advantage  will 
be  considered  ? 

Men,  too,  tend  to  be  shortsighted  even  about 
their  own  interests.  When  the  seller  legislates  for 
the  buyer,  he  is  very  apt  to  forget  that  to  put  the 
buyer  at  a  perpetual  disadvantage  may  spoil  his 
own  market.  In  the  course  of  history  we  find  him 
even  forgetting  for  the  moment  that  lie  too  must 
be  a  buyer.  So  long,  then,  as  trade  laws  were  made 
at  the  wish  of  sellers  who  organised  themselves  to 
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'  j)iill  wires,'  trade  everjnvhere  progressed  very 
sk>-\vly.  It  remains  true,  however,  that  even  in  the 
modern  world,  in  which  trade  has  grown  so  enor- 
mously, it  chronically  suffers  from  ups  and  downs, 
and  its  promoters  are  constantly  asking  to  have 
its  pulse  felt,  so  to  speak.  In  most  countries, 
consequently,  it  is  always  being  prescribed  for  ; 
and  in  our  o\mi  there  was  a  strenuous  conflict  going 
on  about  '  fiscal  policy '  for  ten  years  before 
the  war. 

That  problem  again  presses  upon  us,  and  cannot 
be  put  aside.  Plain  men  may  excusably  plead  that 
they  cannot  come  to  an  opinion  for  themselves 
when  men  of  business,  and  even  the  political 
economists,  are  divided  as  to  the  proper  treatment. 
But  where  men  cherish  their  political  rights  they 
must  take  some  pains  to  learn  how  to  use  them  if 
the  rights  are  to  remain  worth  having. 

One  of  the  great  causes  of  confusion  in  the 
discussion  on  tariffs  is  that  those  who  want  them 
will  hardly  ever  be  at  the  trouble  to  check  their 
own  arguments  against  each  other,  and  to  face  the 
meaning  even  of  the  statistics  they  themselves 
produce  or  ask  for.  In  1905,  the  '  Tariff  Reform 
Commission,'  while  actually  asking  for  a  tariff  in 
order  to  keep  up  wages,  declared  that  the  low 
price  of  foreign  goods  coming  into  our  markets  was 
due  to  the  low  wages  paid  in  the  countries  that 
sent  them.  But  those  were  the  very  countries  that 
already  had  tariffs,  which  were  declared  to  be  the 
only  means   of  keeping  wages  up.     Tariffists  in 
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general  could  not  see  that  tlie  two  statements  were 
in  flat  contradiction.  The  Commission  further 
reported  (proceeding  on  the  figures  before  1904) 
that  our  great  cotton  industry  was  in  a  '  station 
ary  '  position.  The  historic  facts  are  that  the 
cotton  exports  of  1903  were  valued  at  £73,000,000; 
those  of  1904  at  £83,000,000  ;  those  of  1905  at 
£92,000,000  ;  those  of  1896  at  £99,000,000  ;  those 
of  1907  at  £110,000,000  ;  and  those  of  1913  (after 
a  fall  from  1908  to  1910)  at  £127,000,000. 

It  is  obvious  that  such  an  immense  expansion 
as  this  disposes  once  for  all  of  the  assumption  made 
in  1904  that  the  cotton  trade  was  in  a  stationary 
position.  Had  such  an  expansion  taken  place 
under  tariffs  it  would  have  been  triumphantly 
claimed  as  proving  beyond  all  possibility  of  dispute 
that  the  tariff  system  was  incomparably  the  best 
for  our  trade.  But  the  tariflist  agitation  has  gone 
on  all  the  same,  because  its  promoters  attach  no 
weight  to  any  evidence  or  argument  that  may 
be  adduced  against  them.  From  the  fir.st,  they 
grounded  their  case  largely  on  the  unem})loyment 
alleged  to  occur  under  free  trade.  It  was  shown 
many  times  over  that  our  unemployment  under 
free  trade  had  been  immensely  less  tlian  under  pro- 
tection ;  and  that  the  protected  United  States  had 
far  more  of  it  than  we.  But  all  that  evidence  too  was 
disregarded ;   and  the  agitation  went  on  as  before. 

In  this  state  of  things,  it  is  the  urgent  duty  of 
every  honest  citizen  to  go  into  the  question  for 
himself.     If  he  shirks  that  duty  he  is  putting  his 


8  FREE  TRADE 

own  and  his  country's  destinies  in  the  hands  of 
any  self-seekers  who  may  organise  a  policy.  The 
voter  who  puts  his  political  conscience  in  other 
men's  keeping  coimts  for  very  little  in  his  country's 
destiny.  If  he  is  not  to  be  a  mere  pawn  in  other 
men's  game,  he  must  try  for  himself  to  understand 
'  the  go  of  the  thing.' 

Ever\i:hing  in  the  history  of  science  goes  to 
show  that  if  any  great  general  truth  is  to  be  dis- 
covered it  is  as  a  result  of  much  attention  to  the 
facts  and  long  thinking  about  the  processes.  It 
was  Newton,  not  the  gardener,  who  (as  the  story 
goes)  got  the  idea  of  the  law  of  gravitation  from 
seeing  an  apple  fall.  It  will  be  trained  men,  not 
untrained  sufferers,  who  will  discover  new  general 
truths  about  medicine.  But  '  a  trained  man,'  for 
this  purpose,  is  not  necessarily  a  professional  man 
of  any  kind  :  he  is  simply  a  man  whose  mind  has 
been  long  and  specially  concentrated  on  a  par- 
ticular field  of  study,  and  has  thought  connectedly 
about  it  while  others  have  attended  only  to  details. 
The  gardener  is  in  his  own  way  a  trained  man,  as 
is  the  manufacturer,  the  retailer,  the  exporter,  the 
shipowner.  The  way  to  find  out  the  best  regimen 
for  trade  is  to  study  the  general  '  go  of  the  thing  '  ; 
and  this  is  to  be  done  not  by  merely  attending  to 
one's  own  trade  and  jumping  thence  to  a  conclusion 
about  the  whole  vast  process  of  international 
exchanges,  but  by  studying  the  history  of  trade 
and  trades,  in  general  and  in  particular,  noting 
how  they  have  been  affected  by  different  laws  in 
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the  past  and  in  our  own  day  ;  and  checking  by 
statistical  facts  all  the  thousand-and-one  general 
assertions  that  are  made  every  day  by  people  who 
want  a  particular  law  made. 

All  this  can  hardly  be  done  by  many  men  of 
business.  Great  men  of  business,  men  of  large 
intelligence  who  can  think  widely  on  the  com- 
plexities of  trade,  have  frequently  pointed  to 
important  truths  about  it ;  and  in  the  past  we  see 
politicians  like  Burke  and  professors  like  Adam 
Smith  taking  much  pains  to  learn  what  intelligent 
traders  can  teach  them.  And  a  number  of  good 
men  of  business  have  taken  pains  to  understand 
political  economy.  But  even  those  economists  who 
reject  a  number  of  Smith's  doctrines  admit  that  he, 
the  retiring  man  of  the  study,  did  immensely  more 
to  clear  up  the  subject  of  "  the  wealth  of  nations  ' 
than  did  any  of  the  traders  who  helped  to  make 
that  wealth.  Too  often,  as  he  showed,  they  had 
helped  to  hinder  it  by  pressing  wrong  prescriptions 
upon  incompetent  politicians  who  took  it  for 
granted  that  traders  nmst  know  the  best  policy  for 
trade  in  general.  The  difference  between  Smith 
and  tlae  men  whose  prescriptions  he  fought  against 
was  that  he  strove  to  get  a  view  of  all  or  many  of 
the  facts  while  they  took  account  of  only  a  few. 
And  he  sought  for  the  facts  on  all  sides,  among  the 
traders,  in  books,  in  histories,  and  in  statistics. 

When  all  is  said,  however,  we  shall  do  well  to  be 
modest  about  the  exactitude  of  our  theoretical 
knowledge.    Remembering  the  confession  that  has 
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been  made  for  the  doctors,  let  us  recognise  that  to 
know  all  about  '  the  go  of  the  thing  '  is  not  easy. 
It  is  not  all  a  matter  of  prejudice  on  one  side, 
tliough  there  has  been  a  tremendous  play  of 
prejudice  on  the  subject  at  all  times.  Seventy 
years  elapsed  between  the  publication  of  Smith's 
Wealth  of  Nations  (1776)  and  the  abolition  of  the 
Corn  Laws  (1846)  ;  and  this  was  not  wholly  due  to 
wrong  thinking  on  one  side.  Smith's  own  reason- 
ing is  not  seldom  astray  ;  and  the  economists  who 
backed  him  made  their  mistakes  as  well  as  those 
who  opposed  him. 

The  lesson  is  that  we  should  all  feel  we  have 
nmch  to  learn,  keep  our  tempers,  and  be  ready  to 
think  out  afresh,  patiently,  every  new  considera- 
tion put  to  us.  That  is,  in  short,  the  only  way  by 
which  any  kind  of  knowledge  is  steadily  advanced. 
Even  before  the  war,  medical  diagnosis  had 
become  a  very  much  more  complex  matter  than 
it  was  fifty  years  ago,  and  amateur  opinion  on 
complicated  cases  had  thus  become  more  than 
ever  unauthoritative.  But  it  is  probably  the  case 
that  two  doctors  out  of  three  pronounce  and  vote 
upon  questions  of  fiscal  policy  with  perfect  confi- 
dence on  the  strength  of  a  wholly  superficial  and 
empirical  view  of  the  case.  Their  prescription  is 
as  that  of  the  unqualified  amateur  in  a  case  of 
obscure  disease.  Well  aware  of  the  need  for  a 
close  study  of  causes  in  their  own  business,  they 
see  no  need  for  it  in  the  immensely  complex 
problem  of  international  trade  and  fiscal  policy. 
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When  men  scientifically  trained  thus  disregard 
the  need  for  scientific  study  in  a  problem  outside 
of  their  own  field,  we  can  hardly  expect  the 
required  attention  from  those  who  have  not 
imdergone  any  special  scientific  preparation.  But 
there  is  only  the  more  need  to  appeal  to  all  and 
sundry  to  take  a  little  pains  over  a  question  which 
may  involve  the  well-being  of  their  children  and 
the  destiny  of  their  country. 


CHAPTER  II 

THE  BEGINNINGS  OF  FREE  TRADE 

ONE  of  the  common  errors  in  the  popular 
advocacy  of  what  is  called  '  tariff  reform  ' 
is  to  assume  that  that  is  a  new  or  modern  policy 
and  that  what  is  called  free  trade  is  an  old  one. 
There  could  not  be  a  more  complete  misconception. 
The  policy  of  keeping  out  foreign  goods  by  import 
duties  or  prohibitions,  or  '  making  the  foreigner 
pa}-  '  in  the  way  of  a  tax,  is  simply  the  very  oldest 
of  all.  It  is  the  primeval  rule-of-thumb  of  the 
savage  chief,  retained  by  kings  and  councils,  and 
turned  to  their  own  purposes  by  trade-bodies 
influential  enough  to  control  parliaments.  Those 
then  who  call  free  trade  a  worn-out  shibboleth 
should  look  to  their  history.  Telling  us  to  re- 
consider the  doctrines  of  our  grandfathers,  they 
are  inviting  us  to  go  back  to  those  of  our  great- 
grandfathers, and  of  our  remote  ancestors. 

In  the  history  of  trade,  freedom  is  the  modern 
policy  as  against  the  ancient.  Not  that  it  was 
adojjted  anywhere  for  freedom's  sake,  on  a  mere 
theory  that  freedom  must  always  be  a  good  thing. 
The  first  experiments  were  made  by  rulers  or  States 
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in  which  the  effects  of  heavy  customs  duties  had 
been  reflected  upon  and  seen  to  be  often  bad  ;  and 
in  which  a  pohcy  of  Hght  duties  was  thought  to  be 
Hkely  to  promote  trade.  Such  a  process  of  reflec- 
tion had  occurred  in  the  Netherlands  even  before 
the  war  which  ended  in  the  United  Provinces  (as 
the  Dutch  Netherlands  were  then  called)  becoming 
independent  of  Spain.  But  it  was  not  any  profound 
insight  that  showed  the  people  of  Holland  tlie 
wisdom  of  low  port  dues  and  customs  duties.  They 
could  not  greatl}^  extend  their  trade  on  any  other 
plan. 

The  Netherlands,  as  apart  from  Flanders,  had 
but  small  natural  resources  for  production.  They 
began  to  acquire  wealth  by  the  two  related  methods 
of  fishing  and  sea  carriage  ;  and  for  the  purposes 
of  both  kinds  of  trade  it  was  at  that  stage  plainly 
necessary  to  make  the  charges  on  foreign  ships  and 
goods  light.  If  the  Dutch  barred  foreign  ships  by 
heavy  port  dues,  their  own  ships  carrying  fish  and 
other  cargoes  would  be  equally  barred  elsewhere. 
If  they  put  heavy  import  duties  on  foreign  produce, 
their  own  produce  would  be  equally  checked. 
Being  by  geographical  position  a  '  middle-man  ' 
country,  Holland  became,  long  before  England,  a 
'  nation  of  shopkeepers.'  Her  traders  secured 
supremacy  in  the  carrying  business  by  planning 
different  kinds  of  ships  for  different  trades,  looking 
alike  to  speed  and  to  economy.  Thus  she  built  up 
the  greatest  transit  trade  the  world  had  yet  seen. 
Without  timber  to  build  her  own  ships,  without  corn- 
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land  enough  to  feed  her  own  dense  population,  she 
became  the  chief  corn-market  and  timber-market 
in  Europe.  And  whereas  the  traders  of  other 
countries  often  spoiled  their  markets  by  selling 
short  measure  or  poor  quality  abroad,  the  Dutch 
authorities  established  State  checks  which  guaran- 
teed both  quantities  and  qualities.  Such  methods 
made  trade  grow  as  it  had  never  grown  before. 

It  was  only  by  the  wealth  and  the  credit  thus 
acquired  mainly  by  fishing  and  by  transit  trade 
that  the  United  Provinces  were  able  to  bear  the 
immense  costs  of  their  long  struggle  with  Spain. 
They  had  to  incur  an  enormous  debt,  and  to  levy 
terribly  heavy  taxation,  both  on  incomes  and  on 
food.  On  their  own  fish,  it  was  said,  they  paid  to 
the  State  five  times  the  original  cost.  But  they 
knew  better  than  to  try  to  '  make  the  foreigner 
pay  '  by  taxes  which  would  strangle  the  shipping 
trade  by  which  they  mainly  lived.  Always  they 
maintained  low  customs  duties. 

It  is  still  common  to  read  that  the  commercial 
supremacy  of  Holland  was  broken  down  by  the 
English  Navigation  Laws,  set  up  by  Cromwell  and 
extended  after  the  Restoration.  This  is  a  historical 
delusion,  many  times  exposed.  To  begin  with,  the 
Navigation  Laws  were  imposed  with  the  idea  of 
transferring  some  of  the  carrying  trade  from 
Dutch  to  English  ships,  but  not  with  any  hope 
of  ruining  Holland  ;  and  so  far  from  having  any 
such  effect,  they  for  a  long  time  curtailed  English 
trade,  while  the  Dutch  greatly  expanded.     Fifty 
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years  after  their  enactment,  these  were  admitted 
by  English  experts  to  have  been  the  direct  results.* 
The  relative  decline  of  Dutch  trade,  later,  came 
about  from  two  causes.  One  was  that  while  the 
Dutch  Government  maintained  the  policy  of  low 
customs  duties  for  the  great  European  transit  trade, 
their  capitalists  were  allowed  to  make  monopolies 
of  their  trade  with  the  Indies  and  the  New  World. 
The  other  was  that  when  the  chief  rival  countries, 
France  and  Britain,  began  to  develop  alike  their 
manufactures  and  their  export  trade  in  the 
eighteenth  century,  their  much  greater  natural 
resources  inevitably  increased  their  wealth  at  a 
greater  rate,  while  Holland,  small  in  area  and 
therefore  small  (though  dense)  in  population,  had 
always  to  bear  the  heavy  burden  of  her  old  war 
debt^ 

Yet  Holland  never  lost  her  European  carrying 
trade  ;  and  had  her  rulers  been  enlightened  enough 
to  allow  free  competition  where  they  maintained 
monopolies  in  their  trade  beyond  seas,  they  might 
have  expanded  on  that  side  as  they  had  previously 
done  in  the  European  trade.  In  a  word,  they  were 
successful  where  the  circumstances  practically 
compelled  them  to  be  free  traders  ;  unsuccessful 
where  they  were  at  liberty  to  follow  the  ordinary 
mercantile  instinct  of  '  beggar  my  neighbour.' 
In  modern  times,  under  a  free  trade  policy  all 
round,  Holland  has  been  once  more  remarkably 

'  Details  and  references  are  given  in  the  author's  pamphlet, 
Shippitig  AJtfr  the  War,  1917,     (Cobden  Club.) 
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successful.  After  1870,  her  carrying  and  transit 
trade  increased  more  than  that  of  any  of  the 
neighbouring  countries  under  tariff  systems.  The 
figures  cannot  be  argued  away. 

It  was  in  the  eighteenth  century,  on  the  other 
hand,  that  British  trade  began  noticeably  to  forge 
ahead  ;  and  this  progress  was  brought  about,  not 
by  the  Navigation  Laws,  which  hindered  it,  but  by 
steps  in  the  direction  of  free  trade.  In  the  early 
years  of  the  reign  of  George  I  his  statesmen  began 
taking  steps  to  lighten  the  burdens  on  trade  ;  and 
in  1721  Sir  Robert  Walpole  made  a  great  reform. 
During  the  long  wars  with  France  under  William 
and  Anne,  the  sorely  needed  extra  revenue  had 
been  largely  raised  by  taxes  on  exported  goods 
and  on  imports  of  raw  materials  as  well  as  of 
finished  goods.  At  one  stroke  Walpole  removed 
the  duties  from  106  articles  of  export  and  38 
articles  of  imported  raw  material.  As  was  said 
of  liim  long  afterwards,  he  found  the  English 
rate-book  the  heaviest  in  Europe,  and  left  it  the 
lightest. 

Unable  to  go  further  and  take  duties  off  imports 
of  manufactures  (a  policy  in  which  he  would  have 
been  fiercely  resisted  by  the  manufacturers  and 
others)  he  did  what  he  could  to  help  the  trade  of 
the  American  colonies  by  removing  some  of  the 
vetoes  which  had  been  put  upon  their  exports  of 
produce  to  foreign  countries.  Already  in  his  day 
men  urged  that  the  mother  country  should  get 
revenue   by   taxing   the    colonies.      This    Walpole 
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always  refused  to  do,  pointing  out  that  the  mother 
country's  best  advantage  from  her  colonies  lay  in 
the  expansion  of  her  trade  with  them.  It  was  the 
reversal  of  Walpole's  policy,  in  the  generation  after 
his  death,  that  lost  the  American  colonies  to  the 
British  crown. 

Just  about  the  close  of  Walpole's  period,  a  free 
trade  reform  of  another  kind  was  begun  in  Italy. 
In  the  last  days  of  the  Italian  republics,  at  the 
close  of  the  fifteenth  and  the  beginning  of  the 
sixteenth  century,  Florence,  the  capital  of  Tuscany, 
had  come  under  the  rule  of  the  family  of  the 
Medici,  who,  beginning  in  trade,  became  merchant 
princes  and  bankers.  The  trade  policy  of  Florence, 
even  in  its  free  days,  had  always  tended,  like  that 
of  most  other  European  States,  to  keep  up 
monopolies  and  check  foreign  competition,  and  the 
Medicean  rule  set  up  a  costly  and  vexatious  system 
of  customs,  tolls,  regulations  and  checks  of  every 
kind  on  trade,  under  which  both  the  trade  of 
Florence  and  the  agriculture  of  the  country 
districts  went  from  bad  to  worse.  In  particular, 
the  agricultural  region  of  Siena,  called  the  Mar- 
emma,  which  had  come  under  the  rule  of  the 
Medici  by  the  overthrow  of  the  old  Sienese  republic, 
was  reduced  to  poverty  and  misery.  Such  remained 
the  state  of  those  once  flourishing  parts  of  Italy 
under  the  sway  of  the  Medicean  Grand  Duke* 
who  ruled  it  after  the  Italian  republics  had  all 
been  overthrown  by  the  Spanish  and  French 
conquests. 


18  FREE  TRADE 

Wlion  the  last  of  the  native  Grand  Dukes  suc- 
ceeded in  1723,  there  was  in  his  dominions  a  very 
Hberal-minded  ecclesiastic,  named  Bandini,  who 
belonged  to  one  of  the  old  land-owning  families  of 
the  Sienese  Maremma,  and  in  liis  youth  had  had 
experience  in  managing  the  estate.  He  saw  that 
the  misery  of  Sienese  agriculture  was  due  to  the 
absolute  bar  on  free  trade  in  corn.  All  export  of 
grain  was  forbidden.  The  agriculturists  therefore 
kept  do^^^l  tlieir  production  to  the  limit  of  what 
was  likely  to  be  consumed  ;  since  to  grow  more 
was  simply  to  lose  it.  In  a  good  year  they  suffered 
from  low  prices  ;  in  a  bad  year  the  people  were 
starved,  because  no  corn  was  allowed  to  be  im- 
ported. 

Bandini  urged  on  the  Grand  Duke  and  his 
ministers  that  the  proper  policy  was  to  let  the 
producers  sell  their  surplus  outside  Tuscany.  On 
that  footing  they  would  grow  all  they  could.  Then 
even  in  a  bad  year  tliere  would  be  far  more  corn 
for  the  home  market  than  would  have  been  pro- 
duced under  the  old  system  ;  so  that  the  people 
would  have  more  and  cheaper  food,  and  the  export 
of  surplus  corn  would  bring  in  other  goods  from  the 
neighbouring  countries  which  bought  it.  Bandini 
had  probably  heard  of  the  system  of  subsidies  on 
exports  of  corn  that  was  set  up  in  England  under 
William  and  Mary.  Even  before  their  time,  the 
government  of  Charles  II  had  allowed  the 
export  of  English  surplus  corn  when  the  price 
had  fallen  to   a   certain   figure.     This  was   a   re- 
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laxation  of  the  old  laws  forbidding  exjiort  which 
had  existed  in  England  as  elsewhere.  Under 
William  there  was  added  to  the  freedom  of 
export  an  actual  subsidy  or  bounty  upon  the 
corn  that  was  exported.  The  arrangement  was 
by  way  of  a  compensation  to  the  English  land- 
owners for  the  land  tax  to  which  they  had  to 
submit  after  1688. 

The  subsidy,  we  can  see,  was  bad  and  unneces- 
sary. It  would  have  been  quite  enough  for  the 
prosperity  of  agriculture  to  allow  export  of  surplus 
corn  :  the  subsidy  caused  producers  to  sell  abroad 
rather  than  at  home  if  they  could,  thus  making 
English  corn  cheaper  to  foreigners  than  to  English 
people.  Bandini  asked  for  no  subsidy,  but  merely 
for  freedom.  The  native  Grand  Duke  and  the 
ministers  treated  him  as  a  madman  ;  some  even 
suggested  that  he  should  be  locked  up.  It  was  not 
till  a  new  dynasty  came  in  that  he  was  listened 
to.i  In  1734,  largely  through  the  clever  diplomacy 
of  Walpole,  the  risk  of  a  European  war  over  the 
succession  to  the  crown  of  Poland  was  avoided  by 
a  series  of  compensations  to  the  parties  interested  ; 
and  one  of  these  was  the  granting  to  Francis  of 
Lorraine  (husband  of  Maria  Theresa,  afterwards 
Empress  of  Austria)  the  succession  to  the  duchy 
of  Tuscany.  In  1787  Francis  entered  on  the 
succession  ;    and  it  was  under  him  and  his  suc- 

1  He  wrote  an  Economical  Discouree  in  or  before  1737.  This 
wafl  read  and  acted  on  by  the  new  ruler,  but  was  not  printed 
till  1775. 
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coRsor  lieopold  that  the  principles  of  Bandini  were 
carried  into  practice. 

The  resuh.  was  that  Tuscany,  including  the 
Sienese  Marenima,  became  the  most  prosperous 
part  of  Western  Europe.  Food,  industry,  wealth, 
and  population  all  increased  as  they  had  never 
done  before  ;  and  the  example  began  to  impress 
tlic  thinking  men  in  France,  where  the  agriculture 
of  every  province  was  fettered  as  that  of  Tuscany 
had  been.  It  seems  incredible  that  within  a 
kingdom  such  restrictions  should  have  been  set  up  ; 
but  so  it  was  in  both  Spain  and  France.  In  Spain 
they  were  abolished  by  the  Italian  minister 
Alberoni  during  his  short  period  of  power  from 
1714  to  1718  ;  but  they  appear  to  have  been  put 
on  again.  In  France  they  lasted  down  to  the  reign 
of  Louis  XVI.  As  in  old  Tuscany,  the  production 
of  food  was  thus  kept  down  everywhere  to  the 
lowest  level  at  which  agriculture  could  keep  going, 
and  the  poverty  of  the  people  and  the  tyrannies  of 
landlords  (who  also  were  kept  poorer  than  they 
need  have  been)  prepared  the  way  for  the  French 
Revolution. 

In  all  the  more  enlightened  countries,  as  in  Italy, 
there  had  been  some  men  who,  like  Bandini,  saw 
more  or  less  clearly  '  the  go  of  the  thing,'  and 
suggested  reforms  which  would  make  agriculture 
and  commerce  and  industry  more  free.  The  great 
difficulty  was^^always  to  persuade,  not  merely 
rulers,  but  the  majority  of  the  people  concerned, 
to  give  up  an  old  system  and  try  a  new  one. 
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Both  before  and  after  Walpole,  men  \vrote  in 
England  pointing  out  how  all  the  barriers  to  trade 
simply  meant  that  the  nations  were  poorer  than 
they  would  have  been  if  they  had  traded  freely  ; 
but  after  Walpole's  reforms  of  1721  no  great 
advance  was  made  for  over  a  century.  In  France, 
men  began  writing  privately  before  1750  against 
the  restraints  on  the  inland  trade  in  corn  between 
the  different  provinces  ;  but  not  till  about  1775 
was  the  great  statesman  Turgot  in  a  position  to 
attempt  to  abolish  them  ;  and  the  aristocratic  and 
financial  opposition  aroused  by  his  reforms  was  so 
great  that  when  he  had  been  only  twenty  months 
in  power  the  king  had  to  dismiss  him.  Had  his 
policy  been  maintained,  the  Revolution  would 
probably  have  been  averted. 

As  we  shall  see  when  we  look  into  the  matter 
in  detail,  the  opposition  thus  aroused  by  every 
attempt  to  remove  obstacles  to  trade  is  due  to  the 
fact  that  always  some  people  profit  by  such  obstacles, 
though  the  majority  always  lose.  The  people  who 
profit  by  the  check  on  trade  always  organise  them- 
selves and  make  a  vigorous  appeal,  arguing  that 
the  loss  which  a  reform  would  inflict  on  them  is 
only  a  sample  of  what  will  happen  to  everybody 
else.  That  happened  in  England  at  the  Peace  of 
Utrecht,  made  with  France  in  1713.  The  Tory 
Government  thei\  in  power,  being  friendly  to 
Louis  XIV  because  liOuis  was  the  protector  of 
the  son  of  the  exiled  James  II,  aimed  at  something 
like  free  trade  with  France.     But  a  multitude  of 
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Whig  and  other  traders  were  afraid  of  the  entrance 
of  French  manufactures,  and  the  agitation  they 
set  up  caused  the  withdrawal  of  the  proposed 
treaty  of  commerce. 

Broadly  speaking,  every  class  looks  to  its  own 
advantage.  In  the  days  of  the  Plantagenets,  the 
English  nobility  wanted  free  imports  so  that  they 
could  buy  cheap  the  continental  manufactures 
they  needed  ;  and  wanted  free  exports  so  that  they 
could  sell  their  wool  to  the  best  advantage.  In  a 
later  age  tlie  same  landowning  class  kept  out 
foreign  corn  so  that  high  corn  prices  should  keep  up 
their  rents,  IVIanufacturers,  again,  long  insisted 
that  English  wool  should  not  go  out  of  the  country, 
so  that  the  home  price  of  wool  should  be  kept  low. 
Often  it  was  declared  that  the  object  of  the 
restrictions  was  to  secure  employment  for  labour  ; 
but  never  did  either  landlords  or  manufacturers 
willingly  consent  to  any  rise  in  wages.  And  after 
all  the  talk  of  finding  work  for  home  labour,  the 
authorities  were  fain,  in  Queen  Elizabeth's  time,  to 
bring  in  foreign  artisans  to  work  up  the  wool  of 
which  the  export  was  prohibited. 

As  we  shall  see  later,  the  greatest  extension  of 
employment  for  labour  becomes  possible  only  when 
trade  is  made  free.  But  unfortunately  all  the  great 
changes  in  industry  by  which  employment  is  in  the 
long  run  increased  are  apt  to  throw  some  men  idle 
for  a  time  ;  and  so  it  was  made  easy  to  argue  that 
restrictions  on  trade  were  in  the  interest  of  the 
mass  of  the  people.    Only  by  patient  and  careful 
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study  can  the  truth  be  found  out  ;  and  while 
tariffs  and  prohibitions  are  about  as  old  as  trade 
itself,  it  is  only  within  some  two  hundred  years  that 
the  patient  study  of  the  whole  problem  can  be  said 
to  have  been  begun. 


CHAPTER  III 


GROUNDS    OF   RESISTANCE 


y^ 


,_THEN,  in  the  reign  of  Queen  Elizabeth,  the 


inventor,  Wilham  Lee,  presented  to  her 
majesty  a  pair  of  fine  stockings  made  by  his 
knitting  machine  and  asked  for  a  patent,  she  was 
greatly  pleased,  the  story  goes,  with  the  stockings, 
but  after  taking  counsel  with  her  advisers  sorrow- 
fully announced  that  she  could  not  give  any 
countenance  to  an  invention  which  would  take 
away  the  livelihood  of  the  stocking-knitters.  That 
showed  one  side  of  the  difficulty  of  attaining  free- 
dom in  trade.  Lee  was  fain  to  take  his  invention 
to  France,  where,  however,  he  fell  on  troublous 
times,  and  died  in  distress. 

Another  side  had  appeared  long  before  Eliza- 
beth's day,  when  workers  in  different  trades  in 
England  made  disturbances  in  protest  against  the 
coming-in  from  the  Continent  of  kinds  of  goods 
which  they  made.  Their  Hvelihood,  they  said,  was 
thus  taken  away  ;  and  they  claimed  that  in  their 
interest  the  foreign  goods  should  be  kept  out. 
They  took  it  for  granted  that  they  should  be  kept 
in  employment  by  making  it  impossible  for  their 
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neighbours  to  get  goods  from  foreigners  at  a 
cheaper  rate  than  from  the  home  makers  ;  though 
it  might  have  been  thought  to  be  plain  that  if 
the  foreign  goods  were  either  better  for  the  same 
mone}^  or  as  good  at  a  lower  price,  the  home 
producer  was  either  lazier  or  less  skilful  than  the 
foreigner. 

As  a  matter  of  fact,  both  the  gilds  of  workers  and 
the  gilds  of  traders  in  every  country  were  always 
planning  in  tliose  days  to  prevent  the  competition 
not  only  of  foreigners  but  of  their  fellow-country- 
men. And  it  is  clear  that  it  was  all  the  same  to 
any  man  or  any  group  whether  tlic  imderselling  of 
their  goods  was  done  by  foreigners  or  by  fellow- 
subjects.  Hence  constant  jealousies  and  I'ivalries 
between  different  toAms,  between  towns  and 
neighbouring  villages,  and  between  different  in- 
dustrial groups  in  one  town.  Even  where 
governments  did  not  interfere,  the  gilds  made 
restrictions  on  their  own  account,  and  towns  and 
villages  fought  each  other  with  tolls  and  prohi- 
bitions. But  though  provinces  in  some  countries 
were  long  able  to  keep  up  prohibitions  against  each 
other's  corn,  and  though  governments  in  our  own 
country  long  maintained  laws  enabling  masters  to 
keep  down  wages,  it  gradually  became  clear  that 
legal  restrictions  on  freedom  of  trade  and  labour 
within  a  countr}-  could  not  be  kept  u}). 

Even  this  principle  took  a  very  long  time  to 
establish  itself  in  some  connections.  Down  till 
quite   recently,   Paris   and   other   European   cities 
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kept  up  octrois  or  municipal  customs  duties  upon 
native  produce  entering  the  city  by  road.  In  such 
cases  the  duties  yielded  a  large  revenue,  and  it  is 
always  difficult  for  a  revenue-receiving  body  to 
afford  to  give  a  revenue  up.  Tolls  upon  roads 
were  once  the  common  method  of  road  up-keep 
in  this  country ;  and  they  still  exist  at  some 
bridges.  But  age  by  age  men  have  come  more 
generally  to  recognise  that  every  obstacle  in  the 
way  of  free  exchange  and  sale  of  commodities 
between  any  two  parts  of  our  own  country  is  to  be 
got  rid  of  as  being  a  hindrance  to  trade.  And  this 
amounts  to  admitting  that  hindrances  to  trade  as 
between  any  two  countries  cannot  be  an  advantage 
to  both,  even  though  each  of  the  two  countries  regards 
them  as  advantageous  to  itself. 

It  is  of  some  importance  to  be  clear  on  this  point. 
There  are  still  some  people  who  argue  that  '  pro- 
tective '  tariffs  between  any  two  countries  may  be 
advantageous  to  the  trade  of  both.  If,  however, 
that  were  generally  true  it  would  follow  that 
tariffs  between  two  counties,  or  two  towns,  or  two 
sides  of  a  river,  would  be  good  for  trade  on  both 
sides.  But  nobody  in  our  time  has  proposed  to 
set  up  custom-houses  at  the  ends  of  bridges  over 
our  rivers  to  collect  dues  on  the  goods  which  pass 
over  them  ;  or  at  our  railway  stations  to  take 
duties  on  goods  passing  through.  Without  any 
argument  whatever,  everybody  now  feels  that 
such  proceedings  would  be  an  intolerable  nuisance, 
certainly  doing  no  good  to  trade  :    and  that  the 
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local  or  national  revenue  which  might  be  collected 
by  such  means  could  be  far  better  collected  by 
other  methods.  Over  all  the  vast  area  of  the 
United  States,  there  arc  no  tariffs  as  between 
States  of  the  Union.  Tariffs  arc  set  up  only  at  the 
frontiers,  and  at  the  ports. 

So  we  come  to  this,  that  nations  which  would 
not  submit  to  tariffs  as  between  their  own  provinces 
have  no  scruples  about  setting  them  up  as  against 
other  nations.  Do  they  do  so,  then,  in  order  to 
injure  each  other  ?  Apart  from  tlie  animosities 
set  up  by  gi'eat  wars,  no  State  would  now  avow 
such  a  motive.  Do  they  then  take  their  action 
in  order  to  benefit  themselves  ?  And  if  so,  in  the 
face  of  the  fact  that  no  one  believes  in  any  benefit 
from  tariffs  as  between  towns  and  counties,  can 
each  of  two  States  who  have  tariffs  against  each 
other  expect  to  benefit  ?  If  so,  what  shape  does 
the  benefit  take,  to  begin  with  ? 

The  common  answer  on  behalf  of  each  State  is 
that  l>y  cither  keeping  out,  or  by  keeping  up  the 
price  of,  certain  goods  which  the  other  offers  to  sell, 
it  maintains  employment  for  its  own  population. 
Now,  if  country  A  thus  limits  the  amount  of  goods 
of  any  kind  that  it  takes  from  country  B,  it  must  in 
the  nature  of  the  case  tend  to  limit  to  the  same 
extent  the  amount  of  goods  that  it  can  sell  to  B. 
We  say  '  tends  to.'  To  say  '  does  limit  '  would  not 
be  an  exactly  true  statement,  because  countries 
often  do  a  roundabout  trade,  as  when,  say,  Britain 
sends  to  India  and  the  East,  or  to  Italy,  or  Brazil, 
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more  goods  than  she  takes  thence,  and  takes  from 
tlie  United  States  more  goods  than  she  sends  there. 
The  accounts  are  balanced  only  through  a  whole 
series  of  exchanges.  But  it  is  quite  certain  that  the 
less  goods  we  take  from  other  countries  in  geiuraU 
the  less  we  can  sell  to  them. 

Even  this,  however,  is  sometimes  denied,  and  is 
often  overlooked,  by  the  advocates  of  tariffs.  Many 
people  still  seem  to  suppose  that  in  the  trade 
between  nations  goods  are  paid  for  in  cash,  as 
between  shopkeeper  and  customer,  or  that  at  least 
the  balance  is  paid  in  cash.  That  this  is  a  bad 
delusion  we  shall  see  in  detail  when  we  come  to 
deal  with  the  actual  figures  of  trade.  But  even 
without  going  into  figures,  a  little  reflection  will 
show  that,  though  gold  does  go  back  and  forth  in 
small  quantities  as  the  exchanges  vary,  no  na.tion 
can  long  go  on  paying  out  much  more  gold  or 
silver  than  it  receives.  If  there  were  a  large  annual 
loss,  trade  would  soon  come  to  a  standstill.  No 
case  of  such  a  standstill  is  known  in  history.  The 
celebrated  statement  by  a  Colonial  Premier  to  the 
effect  that  '  a  hundred  and  fifty  million  golden 
sovereigns '  had  to  go  out  of  Britain  every  year  to 
pay  for  excess  imports,  revealed  only  his  ignorance. 
There  was  never  so  much  gold  in  the  country,  and 
what  there  was  did  not  go.  The  fact  is  that  trade 
between  nations  in  general  can  only  be  carried  on 
with  things.  It  is  a  barter.  And  if  any  one  nation 
is  determined  to  cut  down  what  it  buys,  it  must 
tend  to  cut  down  what  it  sells. 
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So  clear  is  this  that  even  some  champions  of 
tariffs  admit  it,  and  declare  that  their  idea  is  to 
'  make  the  country,  as  far  as  possible,  self- 
supporting,'  that  is  to  say,  to  grow  all  its  food  and 
make  all  the  manufactures  it  needs,  as  nearly  as 
may  be.  Since,  however,  there  is  no  prospect  of 
our  people  being  willing  to  do  without  tea  and 
coffee  and  sugar  and  tobacco  and  tropical  fruits, 
and  since  we  cannot  grow  these  or  the  cotton  we 
need,  or  raise  all  the  wool  and  hides  we  need,  it  is 
clear  that  we  cannot  hope  to  be  more  than  partially 
self-suppl)  ing. 

It  is  obviously  right,  on  the  other  hand,  to  make 
our  country  yield  all  the  food  it  can,  provided  that 
it  does  not  cost  us  more  in  capital  and  labour  than 
it  would  if  we  bought  it  from  abroad.  And  the 
example  of  other  countries  proves  that  we  might 
profitably  produce  a  great  deal  more  than  we  do. 
Denmark,  for  instance,  is  agriculturally  a  more 
productive  country  than  Britain,  though  she  has 
a  worse  climate  and  on  the  whole  a  worse  soil. 
And  Denmark  does  this  without  any  system  of 
tariff  protection  on  her  own  food  products.  In 
peace  time,  anybody  could  send  wheat,  meat,  or 
bacon  to  Denmark,  duty  free.  She  is  not  afraid  of 
competition  of  that  kind,  because  she  knowg  bhe 
can  produce,  in  her  own  line,  as  well  and  as  cheaply 
as  anybody  else.  The  moral  is  that  if  we  are  to 
make  the  best  of  our  land  we  had  better  follow 
Denmark's  methods. 

But  Denmark,  on  the  other  hand,  puts  import 
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duties  on  manufactures ;  because  her  manu- 
facturing class,  both  masters  and  men,  feel  they 
cannot  produce  as  Avell  and  as  cheaply  as  the  great 
industrial  countries  of  Europe.  Those  classes 
insist  on  being  '  protected  '  ;  and  the  result  is  that 
the  farming  population  of  Denmark  have  to  pay 
higher  prices  than  ours  do  for  most  things  they 
have  to  buy — machines,  tools,  furniture,  cutlery, 
and  so  forth.  The  same  thing  happens  in  all 
countries  where  agricultural  production  is  so 
abundant  as  to  make  imports  unnecessary — in  the 
United  States,  in  Canada,  and  in  Australia.  A  tariff 
must  always  be  paid  by  some  class  which  gets  no 
benefit  from  it  ;  and  in  the  past  American  farmers 
earning  only  labourer's  wages  have  had  to  pay 
artificially  high  prices  for  their  clothes,  their 
crockery,  their  cutlery,  and  their  implements. 

This  fact  brings  us  back  to  the  central  problem 
of  the  effect  of  protective  duties  on  the  totality 
of  trade.  In  old  times,  as  in  our  own,  rulers  or 
governments  who  put  import  duties  on  foreign 
goods  generally  said  plainly  that  they  did  it  in  order 
to  make  or  keep  employment  for  their  own  people. 
If  they  had  been  told  that  the  less  they  let  in,  the 
less  of  other  things  they  could  sell  abroad,  they 
would  probably  have  replied  that  their  hand- 
workers were  enabled  by  their  work  to  buy  the 
home  produce,  and  that  thus  the  largest  possible 
population  would  be  maintained  in  comfort.  And 
all  kings  in  those  daj's  wanted  population  because 
they  wanted  fighting  men.    But  population  never 
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grew  more  slowly  than  in  the  days  in  which  kings 
took  such  methods  to  increase  it. 

And  we  can  see  why,  if  we  follow  "  the  go  of  the 
thing,'  In  the  days  when  raw  wool  was  the  chief 
Englisli  export,  it  went  largely  to  Flanders.  As 
we  have  seen,  it  could  not  long  be  paid  for  in  gold  : 
if  the  trade  were  to  continue,  the  equivalent  must 
come  back  in  goods  ;  and  as  England  was  in  good 
years  self-feeding,  the  only  possible  returns  were 
such  things  as  wine  and  manufactured  articles. 
But  there  were  in  England  some  cloth-makers  and 
makers  of  other  goods  such  as  were  imported  ;  and 
when  under  Edward  III  persecuted  Flemish 
weavers  were  welcomed  here,  appeals  were  natur- 
ally made  to  protect  native  industry  by  taxing  the 
competing  imports.  This,  again,  was  to  make  the 
goods  dearer  ;  and  when  this  aroused  complaint 
the  next  move  was  to  demand  that  wool  should  be 
kept  within  the  country,  since  free  export  kept  the 
price  high.  But  even  if  the  King  had  not  wanted 
export  of  wool  to  go  on  in  order  to  furnish  him  a 
revenue  by  his  taxes  on  exports,  a  veto  on  such 
export  would  affect  wool  production  just  as  we 
have  seen  the  veto  on  corn  export  did  corn  growing 
later  in  Tuscan}'.  The  slieep  breeders  would  not 
produce  wool  in  excess  of  the  limited  market 
demand  ;  and  when  wool  export  was  forbidden 
this  was  the  effect.  Prices  fell  heavily,  and  it  no 
longer  paid  the  sheeji-breeders  to  breed  so  many 
as  before.  When,  again,  under  resumed  export 
of    wool,    cloth    exports    also    expanded,    sheep- 
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breeding  in  some  districts  ousted  population  ;  and 
as  landlords  had  no  encouragement  to  turji  pasture 
land  into  arable,  the  export  of  corn  being  in  turn 
vetoed  or  discouraged,  the  outcome  was  simply 
less  employment  in  agriculture,  and  therefore  a 
worse  market  for  the  cloth  and  clothes  made  from 
the  wool.  On  that  line  neither  town  nor  country 
could  thrive  well ;  and  the  chances  of  marrying  and 
settling  down  were  kept  small. 

Even  when  wool  was  allowed  to  be  exported, 
the  King,  as  aforesaid,  taxed  it  heavily  by  way  of 
getting  a  revenue  for  his  wars.  That  was  a  main 
feature  of  the  fiscal  policy  of  Edward  III.  Of 
course  war  burdens  always  injure  trade  more  or 
less  ;  but  even  in  peace  there  had  to  be  revenue  ; 
and  this,  perhaps,  has  been  one  of  the  main  reasons 
for  the  setting  up  of  tariffs  down  till  recent  times. 
An  import  duty  was  so  much  easier  to  levy  than 
any  other — until  smuggling  became  a  fine  art,  and 
made  a  new  and  terrible  trouble,  defrauding  the 
revenue  and  multiplying  crime  and  reckless  living. 

In  one  way  or  another,  all  through  the  historic 
record,  we  thus  see  the  tariff  policy  hampering 
trade  and  hampering  life  ;  yet  we  also  find  always 
a  powerful  interest  fighting  to  maintain  the  exist- 
ing system.  Smuggling  itself  became  a  '  vested 
interest.'  More  men  were  ruined  than  were  made 
rich  by  it ;  but  the  chance  of  gain  always  allured 
men  into  the  occupation ;  and  the  lucky  or 
shrewd  ones  wanted  the  heavy  duties  to  continue 
in  order  that  they  should  carry  on  their  illegal 
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trade.  When,  therefore,  Walpole  brought  in  an 
Excise  Bill  which  would  have  killed  smuggling  by 
making  it  unprofitable,  the  smugglers  joined  hands 
with  all  the  people  who  disliked  the  Bill,  making 
such  an  uproarious  agitation  throughout  the 
country  that  it  had  to  be  withdrawn.  A  century 
later,  but  not  till  then,  everybody  knew  that 
Walpole  was  right. 

The  modern  experience  of  Britain  has  proved 
that  with  an  income-tax  and  free  trade  a  far 
greater  revenue  can  be  raised  than  is  possible  by 
means  of  a  tariff  system.  During  the  World  War, 
neither  Germany  nor  any  other  European  country 
dreamt  of  raising  such  a  revenue  as  we  did  by 
taxation.  If  tariffs  were  the  secret  of  national 
wealth,  Germany,  with  her  tariff  system  and  her 
much  greater  population,  ought  to  have  been  much 
richer  than  Britain.  She  proved  to  be  much  less 
rich.  We  shall  see  why,  in  a  later  chapter.  But 
the  history  of  Germany,  France,  and  the  United 
States  shows  how,  in  the  absence  of  an  income  tax 
system,  tariffs  are  apt  to  be  set  up  for  the  sake  of 
revenue. 

We  have  often  been  told  that  Cobden  was  badly 
wrong  when,  in  1846,  he  said  that  if  Britain 
adopted  free  trade  in  its  entirety,  ten  years  would 
not  pass  before  the  other  countries  of  the  world 
would  begin  to  follow  our  example.  But  Cobden 
was  perfectly  right.  In  1846,  as  it  happened,  wr 
did  not  adopt  free  trade  in  its  entirety.  Strictly 
speaking,  we  have  never  done  so.  seeing  that   wr 
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kept  up  import  duties  on  wine  and  spirits,  tobacco, 
tea,  coffee,  and  sugar.  But  these  duties,  as  was 
before  remarked,  are  not  put  on  to  protect  home 
trade  ;  we  charge  excise  duty  on  our  own  beer  and 
spirits  to  keep  up  the  cost ;  and  the  other  duties 
are  kept  on  solely  for  revenue  purposes.  But  even 
what  we  did  in  1846,  when  we  took  the  import 
duties  off  corn  and  many  other  things,  had  such  an 
effect  that  many  other  countries  began  to  follow 
our  example.  The  United  States  lowered  their 
tariff  ;  so  did  Prussia  ;  and  in  1860  Cobden  was 
able  to  negotiate  a  treaty  of  commerce  with  France 
which  gave  our  tradefthere  a  freer  opening  than  it 
ever  had  before.  What  happened  afterwards  in 
the  contrary  direction  was  a  result  of  new  war 
trouble. 

In  the  American  Civil  War,  the  two  sides,  having 
no  income  tax,  had  to  raise  revenue  by  all  manner 
of  taxes  on  goods,  whether  imported  or  home 
made.  After  the  war  was  over,  the  Federal 
Government  was  naturally  anxious  to  take  the 
duties  off  home  manufactures,  while  it  had  to 
maintain  the  others  in  order  to  pay  off  debt.  Thus 
all  the  American  manufacturing  industries  for 
many  years  were  propped  up  by  tariffs  ;  and  the 
vested  interests  thus  created  fought  against  every 
attempt  to  take  the  duties  off.  Similarly  in  France, 
after  the  war  of  1870,  a  great  revenue  was  needed 
to  bear  the  burden  of  the  war  debt  and  the 
indemnity,  and  France,  having  no  income  tax, 
went  back  to  heavv  tariffs. 
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Germany,  finally,  returned  to  them  for  a 
similar  reason.  The  Prussian  Government  in 
those  days  leant  to  free  trade  ;  but  after  1875, 
when  France  was  seen  to  be  recovering  wealth  and 
strength,  Bismarck  felt  he  must  increase  the 
German  Army  and  Navy.  The  States  of  the 
Empire,  however,  refused  to  increase  their  contribu- 
tions for  that  purpose  ;  and  Bismarck  accordingly 
planned  a  tariff.  To  the  landowners  he  promised 
duties  against  American  corn,  which  was  then 
very  cheap,  and  to  the  manufacturers  he  promised 
duties  against  English  goods.  The  combination  of 
those  two  great  interests  with  that  of  the  Govern- 
ment carried  the  day  ;  the  tariffs  were  imposed  ; 
and  they  remained  on,  with  ups  and  downs,  till 
the  World  War.  Then  they  all  came  off.  It 
remains  to  be  seen  whether  they  will  ever  go  on 
again. 

So  far,  then,  we  see  how,  though  the  burden 
of  tariffs  has  often  been  recognised  in  different 
countries  at  different  times,  there  have  always 
been  forces  which  tended  to  maintain  them.  In 
the  recent  past,  further,  the  manufacturing  classes 
in  many  countries  have  more  and  more  scared  each 
other  by  systematic  competition,  so  that  we  have 
seen  the  queer  spectacle  of  both  protected  and 
unprotected  manufacturers,  in  America,  Canada, 
Germany,  France,  and  Britain,  all  clamouring  that 
they  suffered  from  '  dumping  '  by  the  others. 
That  might  suffice  to  prove  to  thoughtful  people 
that  there  is  delusion  all  round.     If  everybody  is 
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chronically  dumping,  and  everybody  is  chronically 
dumped  upon,  what  can  be  the  use  of  a  tariff  ? 

We  shall  consider  the  dumping  problem  by 
itself,  later.  But  dumping,  strictly  so  called,  is 
only  an  extreme  case  of  the  simple  trade  com- 
petition which  has  always  moved  manufacturers  to 
call  for  protective  duties  against  foreign  rivals.  It 
will  be  well,  then,  first  to  examine  the  general  case 
put  by  tariffists  in  our  own  and  other  countries, 
apart  from  questions  of  revenue-raising,  for  pro- 
tecting them  from  competition  by  import  duties. 


CHAPTER  IV 


PLEAS    FOR    TARIFFS 


^PHE  pleas  upon  which  protective  tariffs  have 
-L    been  asked  for  or  given  arc  mostly  these  : — 

1.  Rival  countries  '  had  the  start,'  and  so  are  able 
to  produce  more  cfieaply.  The  native  manufacturer, 
therefore,  must  he  protected  till  he  '  gets  on  his  feet.' 
By  implication  he  promises  to  do  without  protection 
when  he  is  once  well  started. 

2.  Rival  countries  employ  '  cheap  labour,'  and  so 
can  sell  cheap.  Therefore  the  native  maymfacturer 
must  have  duties  to  enable  him  to  pay  good  wages. 
In  this  case  he  does  not  pretend  that  he  can  do  without 
protection  unless  foreign  wages  rise. 

3.  But  he  promises  to  maintain  employment  ;  and 
'  unemployment '  is  his  scare-cry. 

4.  By  putting  an  import  duty  on  manufactures, 
we  can  '  make  the  foreigner  pay.' 

5.  Other  countries  sell  us  their  goods  and  drain 
away  our  gold.  The  only  way  to  keep  it  is  to  make 
the  goods  for  ourselves.     {Theii  follows  plea  No.  2.) 

C.  Other  countries  thwart  our  trade  by  putting  on 
import  duties  against  our  manufactures.  It  is  right 
and  proper  that  we  should  do  the  same  to  them.  We 
let  in  their  goods  free  :  they  tax  ours.    Let  us  hit  back. 

37 
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7.  By  hitting  back  we  can  really  promote  free  trade. 
The  only  way  to  make  them  take  off  or  lower  their 
duties  is  for  us  to  put  duties  on.  When  we  retaliate 
they  will  alter  their  policy. 

So  plainly  is  this  last  proposition  untrue  that  it 
has  latterly  been  little  heard  of.  All  the  tariffed 
countries  in  the  world,  broadly  speaking,  are 
retaliating  upon  each  other  all  the  time,  and  still 
most  tariffs  go  up,  not  down,  save  when  in  some 
cases,  after  a  long  '  tariff  war  '  in  which  each  side 
loses  a  great  deal  of  trade,  the  rates  go  back  to  the 
old  figure.  Tariffists  are  fain,  therefore,  to  find 
some  new  arguments,  such  as  these  : — 

8.  The  foreigner  is  '  killing  '  our  manufactures  by 
deliberately  underselling  them,  even  at  a  loss  to  him- 
self When  they  are  quite  killed,  he  will  be  able  to 
charge  us  any  price  he  likes. 

9.  By  this  policy,  too,  he  puts  out  of  action  our 
factories  which  produce  war  material.  We  shall  then 
be  at  his  mercy  if  a  war  arises  between  us  and 
him. 

Taking  the  last  pleas  first,  we  may  note  that 
sometimes  they  are  quite  specious.  After  the  war 
of  1812  between  Britain  and  America,  for  instance, 
as  soon  as  peace  was  declared,  a  number  of  British 
traders  who  had  accumulated  stocks  sent  many 
ship-loads  of  them  to  try  the  American  market. 
The  result  of  the  excessive  competition,  in  a 
market,  in  which  the  buyers  were  mostly  ill  able  to 
spend,"was  that 'prices  fell  very  heavily  and  most  of 
the  goods  were  actually  sold  at  a  loss.    There  had 
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been  no  idea  of  '  killing  '  American  trade,  but  the 
swamping  of  the  American-market  had  a  temporary 
effect  of  that  nature,  and  the  American  manu- 
facturers were  put  in  a  position  to  claim  that  this 
had  been  the  object.  They  made  special  use  of  the 
argument  that  their  production  of  war  material  was 
being  made  impossible,  and  they  were  thus  able 
to  get  a  heavy  tariff  against  foreign  goods.  Once 
on,  a  tariff  is  always  extremely  hard  to  shake  off. 

Yet,  as  has  been  said,  the  idea,  if  sincere,  was 
a  delusion.  The  British  traders  had  expected  to 
gain,  not  to  lose,  and  sold  cheap  only  because  they 
had  glutted  the  market.  After  all  that  has  been 
said  of  the  schemes  of  foreign  manufacturers  to 
ruin  those  of  any  country,  there  is  no  case  on 
record  of  its  having  been  done.  Even  the  stories 
told  of  German  plans  to  '  knock  out  '  certain 
Britisli  manufactures  of  war  material  before  the 
war  have  all  turned  out  on  inquiry  to  be  fables. 
But  if  there  is  any  truth  in  the  general  plea  at  all, 
dozens  of  British  manufactures  ought  to  have  been 
extinguished  by  foreign  competition  long  before 
the  war.    Are  there  any  such  ? 

A  few  British  trades  used  to  be  spoken  of  as 
having  specially  suffered  :  '  ruined  industries  ' 
was  the  term  applied  to  them.  These  were  in 
particular  : — 

1.  The  sugar-refining  trade. 

2.  Bottle- making  and  other  glass  manufactures, 
.'i.  The  silk  manufacture. 

It  is  imj)ortunt  to  underiitand  wiiat  Juip[)e]Ktl  in 
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each  case.  The  iJiitish  sugar  industry  was  un- 
doubtedly affected  by  the  poUcy  of  subsidies  to  the 
growing  of  beetroot  sugar  in  several  European 
countries.  The  effect  of  those  subsidies  was,  on  a 
much  larger  scale,  like  that  of  the  English  sub- 
sidies to  corn  under  William  and  Mary.  The 
countries  which  gave  the  subsidies  to  their  growers 
of  beetroot  sugar  put  import  duties  on  foreign 
sugar,  and  so  their  sugar  was  sold  dear  at  home  and 
cheap  abroad.  This  we  shall  find  is  the  almost 
invariable  result  of  protection.  In  the  early 
days  of  the  policy,  the  British  sugar  refiners 
wlio  had  worked  mostly  with  cane  sugar  found 
themselves  heavily  undersold,  and  their  workers 
were  thrown  idle.  When  unemployment  happens 
thus  as  a  result  of  imports  from  abroad  the  nation 
is  always  called  upon  to  protect  its  workers  by 
import  duties. 

But,  as  a  matter  of  fact,  exacth''  such  un- 
employment is  chronically  caused  by  home  com- 
petition, and  by  new  inventions.  It  happened 
when  railways  did  the  M'ork  of  stage-coaches  ; 
when  machinery  did  work  formerly  done  by  hand  ; 
and  when  State  schools  did  the  work  formerly 
done  by  private  schools.  There  were  good  private 
schools  as  well  as  bad  ;  and  many  a  hard-working 
mistress  of  a  private  school  has  been  reduced  to 
poverty  by  State  school  competition  when  she  had 
by  long  years  of  toil  and  enterprise  built  up  a  good 
establisliment. 

Plainly,  it  would  be  riglit  that  in  all  sucli  cases 


PLEAS  FOR  TARIFFS  41 

alike  the  State  should  make  some  provision  for  the 
unemployment  caused  by  its  owi\  action  or  by^new 
invention.  But  though  distracted  workmen,  faced 
by  starvation,  used  to  smash  new  machinery,  no 
one  ever  proposed  that  protective  duties  should  be 
levied  upon  machine-made  goods  at  home  in  order 
to  protect  hand-workers,  or  that  State  schools  or 
railways  should  be  taxed  in  order  to  help  private 
schools  and  stage-coaches,  or  even  that  innkeepers 
should  have  been  subsidised  after  the  railways  had 
spoiled  their  old  trade  of  feeding  and  housing 
passengers  who  travelled  by  road. 

It  is  only  when  foreign  trade  causes  a  disturbance 
in  industry  that  protective  duties  are  demanded. 
The  idea  of  retahating  upon  '  the  foreigner '  is 
always  specially  attractive.  Now,  it  would  have 
been  an  act  of  sheer  folly  to  stop  the  influx  of 
cheap  sugar  in  order  to  employ  a  small  number  of 
sugar  refiners  ;  though  the  State  would  have  been 
well  advised  to  aid  the  unemployed  in  some  way. 
Their  unemployment  was  merely  temporary.  The 
cheap  sugar  soon  set  up  far  more  employment 
than  it  took  away,  by  enabling  a  number  of  new 
industries  to  come  into  existence.  The  number  of 
hands  thus  employed  was  far  greater  than  that  of 
those  formerly  employed  in  sugar-refining.  What 
is  more,  the  influx  of  all  that  cheap  sugar  enriched 
the  nation  as  a  whole  at  the  expense  of  tlie  foreign 
countries  which  chose  to  tax  themselves  in  order 
to  set  up  one  industry.  It  was  as  if  we  had  found 
at  home  so  much  extra  food  or  material  of  any 
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kind  in  a  form  which  it  took  very  little  labour  and 
capital  to  liandle. 

The  case  of  the  glass  industry  was  different. 
Here  there  were  no  subsidies  ;  and  only  in  some 
sections  of  the  trade,  as  in  plate-glass  making,  had 
the  foreign  competitor  any  great  advantage.  The 
best  sand  for  glass-making,  it  is  said,  is  found 
on  the  Belgian  coast.  The  Belgian  glass-makers, 
therefore,  ought  to  be  able  to  produce  the  best  glass 
more  cheaply  than  we.  But  this  disadvantage 
might  have  been  got  over,  were  it  not  for  our  own 
shortcomings.  We  can  spin  and  weave  and  sell 
cotton  goods  more  cheaply  than  the  Americans 
although  we  have  to  bring  our  raw  cotton  over- 
seas from  America,  That  is  possible  because,  to 
begin  with,  the  moist  Lancashire  climate  was 
found  to  make  cotton-spinning  easier  than  it  was 
in  other  countries.  Other  countries,  however, 
learned  to  use  artificial  moisture  in  their  cotton 
factories,  and  we  had  in  time  to  do  so  in  ours  (for 
'  sized  goods  '),  even  in  Lancashire  ;  and  still  we 
keep  supremacy  in  the  cotton  trade  because  the 
industry  is  admirably  organised,  both  as  to 
employers  and  employed.  The  trade  unions  of 
the  cotton-workers  are  as  competently  managed 
as  are  those  of  the  masters. 

With  glass,  it  has  been  otherwise.  AJways,  in 
our  industrial  history,  we  find  the  glass  trade  in 
trouble  over  trade  disputes.  Each  side,  masters 
and  men,  blamed  the  other  ;  and  it  is  not  for  us 
here  to  attempt  to  pass  judgment.    The  broad  fact 
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is  that  the  British  glass  trade  was  for  a  long 
time  backward  as  compared  with  others,  for  the 
reason  given.  In  a  troubled  trade,  capital  hangs 
back,  and  shrinks  from  expenditure  on  new  plant, 
especially  if  the  trade  has  no  very  wide  outlook. 
As  tariffists  are  always  saying,  manufacturers  want 
security.  Whether  through  faults  of  masters  or 
faults  of  men,  the  glass-bottle  trade  was  thus 
backward  in  comparison  with  foreign  rivals  ;  and 
for  a  time  it  lost  ground  accordingly.  Would  it 
have  been  wise,  then,  to  put  a  tax  on  the  imports 
to  keep  a  backward  trade  on  its  feet  ?  By  so  doing 
we  should  simply  have  been  hampering  a  dozen 
other  industries.  The  influx  of  cheap  foreign 
bottles  enabled  them  to  expand  their  business, 
employing  more  hands,  and  thus  adding  to  the 
total  national  wealth,  as  represented  by  the  invest- 
ments of  British  savings  all  over  the  world.  And 
as  a  result  of  the  tonic  policy  of  free  trade,  the 
glass  business  has  been  so  regenerated  that  an 
export  which  in  1902  was  under  two  millions  had 
by  1913  increased  to  over  five.  Few  trades  have 
risen  more  per  cent. 

In  the  case  of  glass,  as  in  that  of  sugar,  the 
unemployment  temporarily  caused  was  small  in 
comparison  with  the  new  employment  given  :  the 
one  serious  evil  was  that  there  was  no  regular 
State  provision  for  unemployment  until  the  Act 
uf  1900  ;  and  even  that  did  not  cover  the  whole 
ground.  But  the  figures  of  unemployment  year  by 
year  show  that,  while  there  are  special  ups  and 
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downs  (which  we  shall  have  to  consider  separately) 
the  total  amount  of  employment,  from  decade  to 
decade,  is  always  increasing. 

Silk  is  another  exceptional  case.  It  has  never 
been  a  great  industry  in  this  country  ;  and  it  was 
always  in  trouble  in  the  old  days  in  which  it  was 
protected  by  prohibitions.  Only  in  the  period 
when  Huskisson  withdrew  the  prohibition  and 
substituted  import  duties  did  it  prosper  greatly  for 
a  time,  by  reason  of  the  adoption  of  new  machinery. 
Under  free  trade,  for  lack  of  renewed  enterprise,  it 
fell  back,  though  it  was  never  extinguished.  The 
broad  reason  is  that  silk  is  the  one  of  the  textile 
industries  into  wliich  France  has  always  put 
special  energy ;  and  only  the  most  constant 
assiduity  on  this  side  can  keep  pace  with  the 
enterprise  which  in  France  has  always  been  put 
into  the  trade.  French  manufacturers  in  other 
lines  complain  in  exactly  the  same  way  of  the 
unresting  competition  to  which  they  are  subjected 
by  Englishmen.  The  fact  is  that  the  main  stress 
of  English  energy  has  gone  into  the  cotton  and 
woollen  trades,  in  which  the  turnover  is  so  much 
larger.  The  silk  trade  is  much  smaller  in  com- 
parison ;  and  it  may  be  that  French  climate  and 
French  artistic  training,  betw'een  them,  will  always 
give  pre-eminence  to  French  industry  at  this  point. 
Yet  the  silk  trade  too  increased  its  export  con- 
siderably between  1902  and  1918, 

But,  says  the  tariffist,  in  that  case  we  ought  to 
protect  our  own  industry  by  putting  duties  on  the 
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French  goods,  especially  seeing  that  the  French 
put  duties  upon  ours.  If  they  hit  us,  why  should 
not  we  hit  them  ?  Such  an  appeal  generally  finds 
a  responsive  chord  in  the  human  breast.  Yet  when 
our  own  overseas  Dominions  put  on  duties  against 
the  goods  of  the  mother  country,  which  lets  in  their 
goods  absolutely  free,  the  patriot  at  home  is  fain  to 
find  that  the  action  is  '  only  natural,'  and  to 
maintain  a  friendly  attitude  and  temper.  Evi- 
dently then  it  is  possible  to  argue  out  the  question 
as  a  matter  of  business  and  common  sense. 
After  all,  the  tariffist  ought  not  to  be  angry  because 
the  foreigner  generally  argues  the  question  exactly 
as  he  does.  The  difficulty  for  him  is  to  forgive  us 
who  argue  that  he  and  the  foreigners  are  both 
wrong. 

Let  us  ask,  do  we  help  ourselves  by  hitting 
back  ?  or,  in  other  words,  whom  do  we  really  hit 
by  a  tariff  ?  AVhat  is  "  the  go  of  the  thing  '  ? 
A  foreign  country  puts  an  import  duty  upon 
certain  (or  all)  of  our  manufactures.  Either  she 
goes  on  buying  our  manufactures  or  she  does  iiot. 
What  generally  happens  is  that  for  a  time  she  buys 
a  little  less.  For  that  less  quantity,  however,  her 
consumers  pay  more  ;  because  the  amount  of  the 
duty  is  added  to  the  price  ;  and  the  extra  capital 
that  has  thus  been  employed  by  the  importing 
trader  in  handling  the  goods  has  to  earn  its  profit, 
which  also  must  come  out  of  the  price. 

It  is  possible,  indeed,  that  our  exporters  and  our 
manufacturers  may  decide  to  charge  a  little  less. 
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so  as  to  keep  as  much  of  the  trade  as  possible  ;  but 
this  Avill  be  done  only  when  that  particular  market 
is  important  and  trade  is  not  expanding  in  other 
markets.  It  is  only  in  respect  of  such  a  very  small 
and  temporary  reduction  of  price  that  any  country 
can  '  make  the  foreigner  pay  '  by  putting  on  a 
tariff  ;  and  what  is  got  out  of  the  foreigner  in  this 
way  is  always  much  less  than  what  is  got  out  of  the 
home  consumer  by  the  tariff.  If,  moreover,  the 
foreigner  merely  lowers  his  profits  and  keeps  the 
trade,  there  is  no  gain  to  home  employment.  The 
two  positions  exclude  each  other  ;  and  the  pro- 
tectionist propaganda  at  this  point  refutes  itself. 

If,  on  the  other  hand,  a  foreign  country  puts  a 
new  duty  of  10  or  20  per  cent  on  British  manu- 
factures, its  own  consumers  must  pay  for  the 
goods,  if  they  still  take  them,  from  10  to  12 1  or 
from  20  to  25  per  cent  more  than  they  used  to  do. 
Our  manufacturers  cannot  possibly  make  such  a 
reduction  in  their  price  when  there  is  no  reduction 
in  their  own  costs.  At  most  they  can  take  off  from 
2  to  5  per  cent.  Thus  the  tariffed  country  is  taxing 
its  own  people  to  make  the  foreigner  lose.  And  as 
the  result  of  raising  prices  in  its  own  market  is 
necessarily  to  increase  its  own  costs  of  production 
(even  in  agriculture,  if  it  be  mainly  agricultural), 
it  in  turn  gets  less  for  the  labour  and  capital  it 
used  to  employ  upon  what  it  exports. 

It  is  true  that  invention  is  always  tending  to 
stop  increases  in  the  cost  of  production  in  many 
industries  ;    but  that  does  not  affect  the  argument 
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here,  because  such  reductions  of  cost  affect  all 
countries  ahke,  save  when  a  particular  invention  is 
worked  in  one  country  only.  The  question  is,  how 
does  a  protective  duty  affect  the  country  that  puts 
it  on,  in  comparison  with  the  other  countries  whose 
goods  are  taxed  ?  And  the  answer  is  that  the  tariff 
always  taxes  and  burdens  the  country  that  employs 
it,  more  than  it  can  burden  the  others. 

It  is  quite  true,  of  course,  that  a  tariff  against 
us  tends  to  check  our  industry.  That  is  part  of  the 
case  for  free  trade.  It  follows  that  if  all  the 
countries  set  up  tariffs  against  each  other,  industry 
all  round  must  be  worse  off  to  some  extent.  Less 
being  produced  all  round,  the  world  would  be  so 
much  the  poorer.  But  the  practical  question  is 
this  : — 

Granted  that  tariff  countries  inflict  some  loss 
upon  us,  do  they  not  inflict  a  greater  loss  upon 
themselves  ;  and  can  we  then  possibly  lessen  our 
loss  by  setting  up  tariffs  against  them  ? 

This  question  was  faced  by  Sir  Robert  Peel  when 
he  tried  to  persuade  other  countries  to  take  off  their 
tariffs  against  us  upon  condition  tliat  we  took  off 
ours  against  them.  In  general,  they  refused  to 
'  make  a  deal.'  The  fact  was  that  they  all  needed 
the  revenue  they  got  from  their  tariffs,  and,  having 
no  income-tax,  saw  no  other  way  to  get  it.  Peel 
(though  he  was  willing  to  cut  down  the  duties  on 
wine  and  brand}  as  a  means  of  bargaining  with 
France  and  other  countries)  could  count  upon  a 
continued  revenue  from  spirits,  tobacco,  aiul  (»tJier 
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articles  which  we  did  not  produce  at  home,  or  upon 
which  we  had  an  excise  duty.  Having  also  an 
income-tax  to  rely  upon,  he  really  had  an  easier 
task  than  they  in  that  regard.  He  accordingly 
decided  that  even  if  foreign  countries  would  not 
treat  us  as  we  treated  them,  it  was  still  to  our  own 
interest  to  be  free  traders.  His  words  are  worth 
remembering  : — 

"  We  have  resolved  at  length  to  consult  our  own 
interests,  and  not  to  punish  other  countries  for  the 
wrong  they  do  us  in  continuing  their  high  tariffs  upon 
the  importation  of  our  products  and  manufactures  by 
continuing  high  duties  ourselves."  "  The  best  way  to 
fight  hostile  tariffs  is  with  free  iinporis.'^ 

In  other  words,  to  continue  our  high  duties  was 
to  punish  ourselves.  This  is  the  central  argument 
for  free  trade.  And  it  is  the  argument  which  the 
backers  of  tariffs  are  least  willing  to  examine.  Let 
us  consider,  then,  in  detail,  the  ways  in  which  a 
tariff  on  imports  takes  effect. 

Imported  goods  may  for  the  purpose  of  this 
argument  be  divided  into  seven  classes  : — 

1.  Foods  and  drinks  which  we  do  not  ourselves 
produce  (as,  tropical  fruits,  wines  from  the  grape, 
tea,  coffee,  cocoa,  and  sugar),  or  which  we  can 
produce  only  in  hothouses  (as,  grapes,  peaches, 
oranges,  etc.),  or  at  an  uneconomical  cost  (as, 
beetroot  sugar).  Tobacco  goes  in  the  same 
economic  class. 

2.  Foods  and  drinks  which  we  do  ourselves 
produce   (as,   cereals,   dairy  produce,   eggs,   meat. 
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potatoes,  and  other  ordinary  vegetables,  beer  and 
various  other  forms  of  alcohoUc  drink,  plums, 
apples,  etc.),  or  which  may  be  said  to  compete  with 
some  forms  of  our  own  produce  (as,  soya^beans, 
tropical  and  other  nuts,  maize). 

3.  Raw  or  partly  manufactured  materials  of 
kinds  wliicli  we  do  not  ourselves  produce  (as, 
cotton,  wood  pulp,  copper  in  various  forms,  rubber, 
petroleum,  etc.). 

4.  Raw  or  partly  manipulated  materials  of 
kinds  which  we  ourselves  produce  (as,  wool,  hides, 
iron  and  tin  ores,  iron  and  steel  in  various  forms, 
cement,  stone,  tin,  zinc,  etc.). 

5.  Manufactured  materials  which  we  produce, 
or  which  are  on  the  same  footing  as  raw  materials 
for  British  industries  (as,  leather,  paper,  bottles, 
glass  in  various  forms,  lace,  embroideries,  cotton 
and  woollen  yarns,  cloths,  doors  and  window- 
frames,  parts  of  motor  vehicles,  parts  of  ships, 
dyes,  chemicals,  etc.). 

6.  Manufactures  ready  for  final  use,  of  kinds 
which  we  do  not  produce  (as.  Oriental  rugs,  carpets, 
metal  work)  but  which  may  in  some  degree  compete 
with  home  products. 

7.  Manufactures  ready  for  final  use  such  as  we 
do  produce  (as,  machinery,  cutlery,  locomotives, 
ships,  hardware,  boots  and  clothing,  crockery  and 
glass  ware,  motor-cars  and  carriages)  and  which 
directly  compete  with  British  products. 

Articles  of  every  one  of  these  seven  economic 
classes  have  been  taxed  at  various  times  in  various 


50  FREE  TRADE 

countries  and  on  various  grounds  ;  tliose  of  tlie  first, 
and  third  for  purposes  of  revenue  ;  those  of  the 
other  classes  either  for  revenue  or  for  the  protection 
of  native  producers.  In  the  revived  protectionist 
agitation  wliich  began  in  Britain  in  1903  it  was 
proposed  to  tax  both  grain  and  manufactures,  the 
latter  for  the  sake  of  our  own  trade,  and  the  former 
for  the  sake  of  our  Dominions,  whose  corn  was  to 
be  let  in  at  lower  rates  than  that  of  foreign 
countries.  To-day,  on  professed  grounds  of 
Imperial  Preference,  it  is  proposed  to  tax  almost 
anything  upon  which  a  preference  can  be  given  to 
our  Dominions.  The  main  stress  of  protectionist 
feeling  and  argument,  however,  runs  against 
imports  of  foreign  manufactured  and  '  semi-manu- 
factured '  goods.  Man}^  protectionists  still  profess 
to  be  opposed  to  any  taxation  of  imports  of  '  raw 
materials  '  ;  but  as  soon  as  we  go  into  details  it  is 
found  that  very  few  are  really  opposed  to  all 
taxation  of  raw  materials,  and  that  the  great 
majority  want  to  tax  materials  which  are  to  some  of 
our  industries  on  exactly  the  same  footing  as  raw 
materials  are  to  others. 

For  instance,  leather  is  virtually  raw  material 
for  the  boot-making  and  leather-goods  industries  ; 
paper  is  so  for  printers,  publishers,  and  newspaper- 
producers,  as  well  as  for  many  traders  who  use 
large  quantities  ;^  tin  is  so  for  tinplate-makers  ; 
bottles  are  so  for  producers  of  liquid  foods  and 
beverages,  preserved  fruits,  etc.  ;  and  steel  and 
iron  are  so  for  shipbuilders,  machine-makers,  etc. 
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If,  then,  it  is  undesirable,  as  so  many  protectionists 
admit,  to  tax  raw  materials,  it  woidd  seem  to  be 
equally  wrong  to  tax  such  imports  as  those  just 
named.  The  avowed  reason  for  not  taxing  raw 
materials  is  that  it  raises  cost  of  production  and  so 
hampers  our  foreign  trade  in  the  finished  article. 
(This,  it  will  be  observed,  is  an  admission  that  we 
cannot  '  make  the  foreigner  pay  '  on  the  raw 
material  he  sends  us,  though  it  is  alleged  that  we 
can  make  him  pay  on  the  finished  or  half-finished 
goods.)  Why  then  should  it  be  proposed,  by  those 
who  admit  this,  to  tax  imports  of  such  manu- 
factures as  leather,  steel,  bottles,  paper,  and  so  on  ? 
The  protectionist  answer  is  that  we  ought  to  tax 
such  imports  in  order  to  protect  our  home  industries 
and  secure  employment  for  our  own  workers.  This 
answer,  it  will  be  seen,  entirely  evades  the  point 
as  to  the  raising  of  cost  of  production,  and  the 
hampering  of  export  trade,  which  are  admitted  to 
arise  if  we  tax  simple  raw  materials.  But  so  far  as 
that  goes,  the  case  is  the  same.  If,  for  instance, 
we  were  to  tax  raw  cotton,  and  Holland  and  France 
and  other  countries  of  Europe  were  to  admit  it 
free,  those  covmtries  would  be  able  to  undersell  our 
cotton  goods  in  foreign  markets.  This  risk  the 
protectionist  wishes  to  avoid.  But  if  we  tax 
imports  of  chemicals,  colours,  dyes,  leather,  and 
machinery,  thereby  increasing  the  cost  of  any  one 
of  those  elements  in  the  cotton  manufacture,  while 
rival  countries  let  them  in  free,  it  is  obvious  that 
we  are  creating  just  the  same  kind  of  risk.    Only  in 
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this  case  the  protectionists  ignore  the  risk,  and 
argue  as  if  it  did  not  exist.  They  think  and  argue 
only  about  another  side  of  the  case — employment 
for  the  home  industry. 

Let  us  then  see  whether  that  consideration  has 
weight  as  against  every  other.  It  will  probably  be 
admitted  by  everybody  that  sovie  kinds  of  industry 
would  not  be  worth  any  nation's  while  to  protect 
against  foreign  competition.  We  in  this  country, 
for  instance,  can  grow  grapes  and  bitter  oranges 
under  glass,  and  can  so  make  wine  and  marmalade 
— at  a  vastly  greater  cost  than  it  takes  to  make 
wine  in  France  and  grow  oranges  in  Spain.  But 
nobody  plans  to  establish  such  industries  here 
— though  recently  a  labour  organisation  proposed 
an  import  duty  on  Spanish  salt  on  the  ground  that 
the  sun  in  Spain  dries  salt  much  more  quickly  than 
here.  It  is  only  over  '  practical  '  industries  that 
there  is  much  debate.  And  there  is  undoubtedly  a 
very  practical  issue. 

A  member  of  Parliament  recently  told  how, 
years  before  the  war,  a  protectionist  relative  of  his, 
in  the  shipbuilding  trade,  was  able  to  get  a  profit- 
able contract  for  building  six  ships  because  he 
bought  the  required  steel  from  Belgium^at  a  lower 
rate  than  was  then  demanded  by  British  steel- 
makers. Had  he  not  been  able  to  get  the  cheaper 
steel  he  could  not  have  got  the  contract  for  the 
ships.  Upon  this  the  protectionist  objects  that 
employment  was  thus  taken  away  from  British 
steel- workers.    But  this  is  plainly  a  fallacy.    In  the 
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terms  of  the  case,  the  steel  for  the  six  ships  would 
not  have  been  bought  from  British  works  even  if 
there  had  been  a  duty  sufficient  to  keep  out  the 
Belgian  steel.  The  contract  would  in  that  case 
have  been  secured  by  a  foreign  builder  who  could 
get  cheap  steel ;  and  the  six  ships  would  not  have 
been  built  in  Britain  at  all.  So  the  British  ship- 
builder, by  getting  the  cheap  Belgian  steel,  was 
able  to  secure  in  his  own  yards  far  more  employ- 
ment than  would  be  represented  by  the  making 
of  the  steel  at  home,  even  if  it  could  have  been 
produced  at  home  cheaply  enough. 

Take,  again,  a  recent  case  in  which  a  company 
proposed  to  develop  new  undertakings  for  which 
they  wanted  fifty  motor  lorries.  The  duties 
imposed  on  such  articles  during  the  war  in  order  to 
save  tonnage  space  had  been  allowed  to  remain 
in  force  ;  and  the  addition  thus  caused  to  the  price 
of  the  American  vehicles  made  the  transaction 
impossible.  Here,  again,  employment  is  not  secured 
for  the  home  motor  industry,  since  the  cars  are  not 
ordered  at  all  ;  while  the  employment  which  might 
have  been  given  in  the  new  undertaking  by  means 
of  cheaper  lorries  is  prevented.  It  thus  appears 
again  and  again  that  protective  duties  can  greatly 
lessen  employment  in  the  lump.  What  is  hard  to 
discover  is,  how  it  can  ever  increase  employment  in 
the  lump,  though  it  is  easy  to  see  liow  a  par- 
ticular protective  duty  may,  for  a  time  at  least, 
increase  employment  in  a  particular  industry. 

The  evidence  offered  on  this  side  is  constantly 
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found  to  be  fallacious,  and  sometimes  it  is  ex- 
tremely so.  It  was  recently  stated  in  Parliament, 
for  instance,  that  a  certain  capitalist,  if  he  were 
guaranteed  a  protective  duty  on  imports  of  the 
kind,  would  lay  out  £100,000  on  plant  for  making 
doors  and  window-frames,  and  so  would  employ  a 
quantity  of  native  labour.  It  was  asserted,  further, 
that  he  would  produce  the  doors  and  window- 
frames  as  cheaply  as  they  could  be  imported.  But 
if  that  were  so  there  was  obviously  no  need  for  an 
import  duty  ;  and  its  imposition  would  simply 
mean  an  extra  profit  to  him.  Some  protectionists, 
more  careful  about  their  arguments,  fall  back  upon 
a  variant  of  the  familiar  plea,  above  noted,  about 
the  advantage  of  '  a  start.'  They  say  that  if  only 
the  manufacturer  is  guaranteed  a  protective  duty 
of  10  per  cent,  to  start  with,  he  will  lay  down  new 
plant  and  so  be  able  after  a  time  to  sell  more 
cheaply  than  ever.  But  there  is  no  record  of 
manufacturers  so  protected  ever  admitting  that 
they  can  do  without  the  help  ;  and  common  sense 
tells  us  that  when  they  are  guaranteed  an  increased 
profit  of  10  per  cent  is  precisely  the  time  when 
they  will  not  lay  out  fresh  capital  in  new  plant. 
Our  unprotected  manufacturers,  on  the  other 
hand,  are  in  the  habit  of  laying  down  fresh  plant 
freelj'^,  and  keeping  their  trade  accordingly. 

As  regards  imported  doors  and  window-frames, 
we  have  to  face  the  usual  dilemma  about  employ- 
ment. Such  things  are  imported  only  when  they 
are  cheaper  (quality  for  quality)  than  similar  goods 
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made  at  home.  It  may  happen,  then,  that  a  par- 
ticular enterprise  of  house-building  will  be  made 
possible  by  a  tender  of  doors  and  frames  at  lower 
rates  than  those  charged  by  the  home  producer. 
At  the  home  rates,  it  may  be,  the  enterprise  will 
not  be  undertaken.  (This,  of  course,  applies  to 
building  operations  on  ordinary  business  lines,  as 
before  the  war,  not  to  schemes  set  up  by  local 
authorities  under  Government  guarantees.  But 
even  under  such  guarantees,  if  employment  is 
provided  on  a  large  scale  by  the  scheme,  it  would 
be  wasteful  to  pay  high  prices  for  home-made 
doors  and  frames  if  equally  good  ones  can  be 
imported  cheap.  But  the  whole  trade  question 
involved  at  this  point  is  small.) 

There  is  anotlier  important  matter  that  ought 
to  be  always  kept  in  view,  but  is  cojistantly  over- 
looked by  protectionists.  Competitive  imports 
have  the  effect  of  keeping  a  home  industry  vigilant, 
efficient,  and  progressive  ;  while  protected  indus- 
tries, on  the  other  hand,  very  often  become 
inefficient  and  unprogressive.  A  number  of  years 
ago,  the  British  boot  trade  found  itself  suffering 
severely  from  the  competition  of  imported  machine- 
made  American  boots.  These  boots  were  not  only 
made  by  more  ingenious  and  economical  machinery 
than  ours  :  the  boots  were  neater  and  made  in  a 
far  greater  variety  of  sizes,  so  that  the  customer 
found  it  much  easier  to  get  a  comfortable  fit  than 
he  did  with  a  IJritish  boot.  The  distressed  British 
producer  naturally  talked  about  protection  ;    but 
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he  could  not  get  it^;  and  at  that  time  there  was  not 
even  an  agitation  on  foot  lor  a  general  tariff.  He 
was  thus  compelled  to  help  himself. 

He  did  so  by  sending  his  sons  or  agents  to 
America  to  study  the  American  machines,  and  to 
make  arrangements  for  their  importation.  What 
happened  was  that  the  American  machine-makers, 
being  free  to  charge  a  high  price  at  home,  gave 
good  terms  in  the  usual  way  to  '  the  foreigner  '  ; 
and  the  British  manufacturers  in  general  hired 
American  machines^  at  rates  which  enabled  them 
to  produce  more  cheaply  than  the  American  boot- 
makers. In  a  short  time  the  invasion  of  American 
boots  was  practically  at  an  end ;  the  British 
makers  learned  the  lesson  of  offering  a  variety  of 
sizes  ;  and  soon  there  was  a  larger  export  of 
British  boots  than  there  had  ever  been  before. 

Suppose  that,  instead  of  what  actually  happened, 
there  had  been  a  successful  political  agitation  for 
protection  in  the  boot  trade,  securing  a  tariff  that 
kept  out  American  boots :  the  British  industry 
would  have  remained  backward  and  inefficient ; 
the  British  boot  would  have  remained  clumsy,  and 
would  have  been  dearer  than  the  American  ;  and 
there  could  have  been  no  such  British  export 
trade  as  actually  grew  up.  Here,  once  more,  the 
free  importation  of  foreign  manufactures  had 
brought  about  a  greater  amount  of  employment 
tlian  there  would  have  been  under  protection  ;  and 

,1  Trouble  has  arisen  latterly  about  the  conditions  of  such 
hiring  ;   but  such  difficulties  are  usually  adjusted  in  the  end. 
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protection  would  actually  have  reduced  the  total 
amount  of  employment  in  the  country. 

The  reader  who  has  followed  thus  far  Avith  an 
open  mind  vnll  have  realised,  then,  that  a  number 
of  the  pleas  made  for  protective  tariffs  are  illusory  ; 
and  that  the  actual  facts  of  trade  turn  out  to  be 
quite  different  from  what  the  advocates  of  tariffs 
suppose  them  to  be.  It  turns  out  that  measures 
intended  to  increase  trade  and  employment  have 
an  cxacth'  contrary  effect,  while  the  plan  of 
leaving  industry  to  stand  on  its  o's\7i  feet  results 
in  recovery  after  a  time  of  depression.  It  is 
unfortunately  true  that  in  all  the  depressions 
labour  suffers  ;  but  the  lesson  to  be  learned  there  is 
that  there  should  be  a  proper  system  of  unemploy- 
ment insurance,  not  that  we  should  set  up  a 
protective  tariff.  When  we  come  to  the  statistics 
we  shall  find  that  there  has  repeatedly  been 
enormous  unemployment  in  countries  which  have 
high  tariffs. 

AA'hat  is  more,  the  very  reasoners  who  tell  us 
that  tariffs  enable  manufacturers  to  pay  high 
wages,  and  that  under  free  trade  this  cannot  be 
done,  contradict  their  own  statement.  American 
tariffs  used  to  be  raised  on  the  plea  that  European 
labour  was  poorly  paid,  and  that  on  that  ground 
its  products  must  be  kept  out  of  the  American 
market.  But  in  Britain  we  frequently  find 
tariffists  arguing  that  zve  must  set  up  tariffs  against 
foreign  manufactures  because  they  are  made  by 
'  cheap   labour.'      Now,    there   is   only   one   other 
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industrial  country  that  works  under  free  trade, 
namely,  Holland,  though  some  countries,  like 
Belgium,  keep  their  tariffs  low.  Unless,  then,  the 
goods  complained  of  all  come  from  Holland,  they 
are  made  by  labour  protected  by  tariffs ;  and 
nobody  pretends  that  Holland  is  our  chief  rival 
in  manufactures.  The  rival  countries  commonly 
pointed  to  are  the  United  States,  Japan,  and 
(before  the  war)  Germany.  But  these  are  (or  were) 
all  protectionist  countries.  Then  labour  in  pro- 
tected countries  is  '  cheap,'  according  to  the  very 
men  who  tell  us  that  protection  leads  to  high 
wages  ! 

As  a  matter  of  fact,  British  labour  all  round 
has  long  been  the  most  highly  paid  in  industrial 
Europe,  with  the  shortest  hours,  and,  on  the  whole, 
the  cheapest  food.  Where,  as  in  the  United  States, 
wages  in  general  have  been  higher,  the  cost  of 
living  has  also  risen  much  higher,  the  hours  of 
work  have  been  longer,  and  the  '  pace  '  of  work 
has  been  confessedly  more  severe.  Sixteen  years 
ago,  a  good  comparative  test  of  labour  conditions 
all  over  the  world  was  applied  by  Carroll  D.  Wright, 
the  Director  of  the  United  States  Labour  Depart- 
ment. Mr.  Wright  then  made  the  calculation  that 
the  food  of  the  American  workers  in  general  cost 
them  only  33  per  cent  of  their  wages,  as  against 
45  per  cent  in  the  case  of  British  and  55  in  the 
case  of  other  European  workers.  But  when  he 
collated  the  whole  costs  of  living  in  the  different 
countries,  and  thus  ascertained  how  much  labour 
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it  costs  an  average  working  man  to  support  a 
family  of  average  size  (taking  the  same  figure  for 
all)  at  the  prevailing  rates  for  food,  clothing, 
furniture,  taxes,  rent,  etc.,  he  reached  the  result 
that  in  Britain  it  took  205  days'  work  per  annum  ; 
in  the  United  States,  225  days  ;  in  France,  231  ; 
in  Germany,  240  ;  in  Russia,  286  ;  and  in  Italy, 
290.  That  tabulation,  impartially  made  by  an 
American  expert,  is  tlie  fairest  test  that  has  ever 
been  applied  to  the  problem.  Ten  years  later,  the 
costs  of  living  had  risen  considerably  more  in  the 
United  States  than  in  Britain  ;  and  we  shall  see 
later  explicit  testimonies  as  to  the  loss  in  the 
United  States,  through  tarifTism,  of  a  great  part 
of  the  advantage  conferred  by  nature  on  their 
population. 

If,  then,  labour  is  found  thus  to  get  the  best  life 
conditions  under  a  system  of  free  trade,  there  is 
already  a  high  presumption  that  free  trade  is 
specially  favourable  to  industrial  production. 
What  other  general  test  can  be  applied  ?  Perhaps 
that  of  national  wealth  or  national  credit,  as 
measured  by  a  nation's  power  of  bearing  financial 
strain.  But  here  again  the  evidence  is  strongly  in 
favour  of  the  free  trade  policy  ;  for  the  World  War 
has  proved  Great  Britain  to  be  of  all  European 
nations  the  strongest  in  point  of  financial  endur- 
ance. With  about  two-thirds  of  the  population 
of  Germany,  she  imposed  on  herself  an  amount  of 
taxation  immensely  greater  than  that  whicli  the 
German   Government   dared  to   venture   on,   and 
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financed  not  only  herself  but  all  her  European 
allies  and  her  own  Dominions,  all  of  which  have 
lived  under  systems  of  protective  tariffs.  No  one 
has  yet  explained  how  such  financial  strength 
could  be  attained  under  a  fiscal  system  which  has 
for  many  years  been  '  bad  for  trade.' 

The  fair  inference  is  that  on  the  contrary  the 
free  trade  policy  has  been  good  for  trade  ;  and 
this  conclusion  will  be  found  to  be  very  fully 
justified  when  we  trace  the  industrial  and  social 
history  of  Britain  during  the  nineteenth  century 
in  comparison  with  that  of  the  other  leading 
industrial  countries.  Such  a  comparison  will  clear 
up  several  puzzles  which  from  a  protectionist  point 
of  view  must  remain  puzzles  for  ever. 


CHAPTER  V 

THE    HISTORIC   TEST 

§  1.     British  Misery  under  Protection. 

IN  Britain,  the  eighteenth  century  ended  and 
the  nineteenth  began  under  a  system  of  what 
would  to-day  be  called  high  protection.  Corn,  in 
particular,  was  under  a  heavy  tariff,  so  that  the 
sufferings  which  were  naturally  set  up  by  the  long 
wars  with  France  were  frequently  increased  by 
artificial  scarcity  of  food,  and  the  famine  prices 
resulting.  It  will  be  fair,  however,  to  pass  over 
the  whole  war  period  as  one  in  which  special 
distress  may  be  ascribed  to  the  war  conditions. 
The  tracing  of  the  effects  of  fiscal  policy  may 
properly  begin  at  1816. 

At  that  time  it  was  the  declared  principle  of  the 
landed  interest,  which  predominated  in  Parlia- 
ment, that  the  high  prices  for  corn  which  had 
ruled  (lining  the  war  must  be  maintained.  For 
such  a  principle  they  had  the  excuse  that  com- 
merce and  manufactures  were  both  encouraged 
and  protected  by  bounties  and  by  import  duties  ; 
and  that  agriculturists  who  were  thus  forced  to  pay 
high  prices  for  the  manufactures  they  had  to  buy, 
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were  entitled  tci  protective  duties  on  agricultural 
produce.  Tlie  country  thus  had  '  protection  '  all 
round  ;  and  the  mass  of  the  people  lived  in  deep 
distress,  which  subsisted  chronically  for  a  whole 
generation.  In  1816  something  like  Bolshevism 
was  on  foot  in  many  English  counties,  sheer 
hunger  driving  multitudes  of  labourers  to  various 
kinds  of  rioting.  The  price  of  wheat  was  103s.  7d. 
a  quarter  ;  and  in  1817  it  rose  to  112s.  8d.  Even 
under  the  Corn  Laws,  foreign  wheat  could  then 
come  in  when  the  price  had  risen  to  80s.  (though 
one  parliamentary  committee  had  wanted  to  raise 
the  limit  to  105s.)  ;  but  the  long  spell  of  previous 
prohibition  had  checked  foreign  production  in  the 
countries  which  might  have  grown  wheat  for  the 
British  market,  and  now  it  was  not  forthcoming. 

Even  when  it  was,  the  need  suddenly  to  make 
financial  arrangements  for  a  large  import  caused 
dislocation  and  friction  that  meant  new  forms  of 
commercial  loss.  As  Lord  John  Russell  put  the 
case  on  14th  February,  1842  : — 

"  The  sudden  rise  [of  price]  after  a  bad  harvest, 
when  perhaps  there  has  been  prohibition  for  two  or 
three  years,  causes  the  necessity  of  a  sudden  supply 
from  abroad  :  there  is  no  regular  trade,  and  bullion 
is  sent  to  meet  the  demands  the  Bank  of  England 
contracts  its  issues;  and  there  is  a  derangement  of  the 
currency." 

In  the  five  or  ten  years  after  Waterloo,  the 
distress  throughout  the  country  must  have  been  as 
crushing  as  it  ever  was  in  the  worst  years  of  the 
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long  war  period.  The  Government  had  chosen  in 
1815  to  pass  a  new  Corn  Law  prohibiting  the 
entrance  of  foreign  corn  wlien  wheat  was  selUng  at 
less  than  80s.  a  quarter.  With  bread  thus  kept 
at  prohibitive  prices,  all  demand  for  industrial 
products  fell  to  the  lowest  ;  and  manufacturers 
paid  a  %vretched  wage  to  operatives,  many  of  them 
children,  who  worked  from  half-past  five  in  the 
morning  till  half-past  nine  at  night.  These  facts 
were  specified  in  1818.  In  Lancashire,  in  1820, 
wages  varied  between  6s.  and  12s.  a  week,  with  a 
working  day  of  fifteen  hours  ;  and  in  Coventry 
inferior  workmen  earned  only  from  Is.  6d.  to  2s.  9d. 
a  week.  In  such  a  state  of  things,  the  poor  rates 
were  enormous  :  at  Coventrj''  they  were  19s.  in 
the  £  on  house  rents  in  town,  and  45s.  per  acre  on 
the  land  adjoining.  The  industrial  population  lived 
for  the  most  part  in  a  state  of  continuous  hunger. 
But  the  agricultural  class  were  hardly  better  off. 
The  distress  had  caused  an  immense  extension  of 
poor  relief ;  and  the  heavily  burdened  farmers 
sought  to  hire  the  cheaper  labour  of  men  supported 
by  the  rates,  reducing  their  regular  labourers  in 
this  way  to  the  same  position  of  pauperism.  But 
the  most  remarkable  thing  of  all  was  that  the 
farmers  who  were  protected  by  the  Corn  Laws  were 
in  a  state  of  chronic  distress  until  those  laws  were 
abolished.  Parliamentary  inquiries  into  agricul- 
tural distress  were  held  in  1816,  1820,  1822,  1833, 
1836  ;  and  bankruptcy  was  more  common  in  that 
class    than    in    any    other.      Tiie    explanation    is 
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simple.  In  years  of  scarcity,  prices  and  profits 
ran  very  high  ;  and  farmers  eagerly  called  for 
fresli  land,  for  which  they  of  course  paid  higher 
rents.  In  years  of  abundance,  this  extra  cultiva- 
tion, even  of  poor  land,  yielded  such  an  excess  of 
supply  that  prices  fell  heavily  and  the  farmers 
could  not  pay  the  raised  rents.  '  Good  '  years 
ruined  the  farmer,  as  bad  years  ruined  the  poor. 
In  the  long  run,  only  the  landlord  gained  ;  and 
even  he  in  turn  had  to  pay  the  penalties  of  the 
general  misery,  in  rates,  taxes,  and  loss  of  rent. 

Decade  after  decade,  there  was  no  steady 
improvement.  '  Fearful  suffering  '  and  '  un- 
paralleled distress  '  were  reported  in  Lancashire  ; 
misery  drove  the  starving  workers  to  wreck  the 
power  looms  and  create  wild  riots,  and  many  were 
killed  and  wounded  in  conflict  with  the  soldiery. 
In  the  eastern  counties,  in  Scotland,  and  in 
Ireland,  the  record  of  unemployment  and  misery 
was  the  same.  In  Lanarkshire  in  1828,  from  30  to 
60  per  cent  of  the  weavers,  district  by  district, 
were  unemployed.  In  Barnsley  in  1829  the  wages 
of  the  working  classes  averaged  only  Is.  8d.  a 
week  ;  and  in  Huddersfield  they  were  even  lower  ; 
while  in  Hampshire  and  Cheshire  peasants  could 
be  frequently  seen  harnessed  to  waggons,  their 
labour  being  cheaper  than  that  of  horses.  In  1880, 
mill  hands  in  Lancashire  and  Yorkshire  were 
working  more  than  twelve  hours  a  day,  and  often 
earning  only  8d.  or  4d.  And  bread  was  at  lOd. 
the  41b.  loaf. 
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Humane  landlords  reduced  rents,  and  clergymen 
tithes  ;  still  agricultural  wages  fell,  and  the 
labourers,  becoming  frenzied,  broke  the  thrashing 
machines,  and  set  fire  to  stacks  of  corn  and  hay. 
"VNTien  good  harvests  came  in  the  years  from  1832 
to  1835,  the  relief  given  to  the  mass  of  the  people 
by  cheaper  food  meant  the  distress  of  the  farmers 
whom  the  low  prices  made  unable  to  pay  their 
high  rents  ;  and  in  1838  it  was  told  in  Parliament 
that  the  hosiery  export  trade  had  been  largely 
lost  through  German  competition  ;  that  German 
hosiery  was  coming  into  Nottingham,  where  there 
was  much  unemployment,  in  spite  of  a  20  per  cent 
duty  ;  and  that  whole  brandies  of  the  hardware 
export  trade  had  been  lost  to  Sheffield  by  the  same 
competition.  In  1839,  it  was  recorded  that 
Switzerland,  then  under  a  low  tariff,  was  success- 
fully competing  with  our  cotton  export  trade  in 
the  Italian,  Levant,  and  North  American  markets. 
All  this  took  place  under  '  high  protection  all 
round.' 

In  the  generation  after  the  abolition  of  the  Corn 
Laws,  '  the  hungry  forties  '  became  a  household 
word,  so  great  had  been  the  povert}^  of  tliat  decade 
down  to  1846.  Macaulay,  in  a  speecli  of  1845,  has 
described  the  misery  of  1841  as  such  that  a  sympa- 
thetic man  could  hardly  bear  to  pass  through  the 
manufacturing  towns,  where  the  masses  of  starving 
and  unemployed  workers  had  to  sell  ever\'tlung 
they  possessed  to  keep  themselves  alive,  till  their 
hovels  were  "  as  bare  as  the  wigwam  of  a  Dogribbed 
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Indian."  Bui  in  1842  the  misery  appears  to  have 
been  Httle  lessened.  A  series  of  articles  in  the 
Stockyort  Advertiser  of  that  year  exhibits  it  hi 
terrible  detail.  One,  on  March  18th,  speaks  of 
"  the  dark  deluge  of  distress  which  still  continues 
to  inundate  and  oppress  every  social  and  com- 
mercial energy.  .  .  .  Not  one  single  link  in  that 
chain  which  binds  society  together  is  exempted 
from  this  universal  depression."  One  of  the 
details  supplied  in  the  folloAving  week  was  that 

"  Where  each  fiimily  once  occupied  one  liouse,  hvo 
and  three  families  are  now  living  together  to  avoid  the 
-pressure  of  the  rates,  until  the  number  of  tenantless 
dwellings  is  increasing  the  ularm  so  generally  felt.  We 
iirc  informed  that  double  houses,  Avhieh  two  or  three 
years  ago  let  for  '2^.  Qd.  and  3s.  per  week,  are  offered 
at  7d.  clear  of  all  rates  in  order  to  satisfy  the  chief 
rent.  .  .  .  The  extent  of  empty  property  in  Stockport 
alone  and  the  amount  of  distress  the  town  is  suffering 
cannot  be  better  illustrated  than  by  the  following  fact  : 
In  1840  a  rate  of  Is.  6d.  in  the  £  realised  £5,000,  whilst  in 
1842  a  poor's  rate  of  2s.  will  only  produce  £3,000.  a 
depreciation  in  tAvo  years  of  55  per  cent.'' 

The  gist  of  a  further  record  of  the  same  period  is 
that 

"  Towards  the  end  of  Mareh  the  relief  fund  was 
exhausted.  It  had  been  in  operation  thirteen  weeks, 
and  over  £4,000  had  been  distributed.  In  an  appeal 
issued  by  the  Mayor  and  Messrs.  S.  R.  Carrington  and 
J.  D.  Fernley,  hon.  sees.,  it  was  stated  that  o/ 15,828 
individuals  visited,  1,204  only  zvere  found  to  he  fully 
employed.  2,866  partially  employed,  and  4,148  able  to 
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work  voere  wholly  iviihout  employmeftt.  What  were  the 
circumstances  of  the  remaining  7,605  it  is  impossible 
to  conjecture." 

On  August  4th  of  the  same  year  the  same 
journal  announced  that 

"  Fifteen  cotton  manufactories  are  still  closed  (showing 
a  cessation  of  one-third  of  the  whole  available  steam 
power  in  the  borough),  and  wpivards  of  150  shops  and 
nearly  3,000  dwellings  are  unoccupied,  being  just  one- 
fourth  of  the  whole  nimiber  of  tenements  returned  by 
the  last  census.  Besides  all  these  there  are  nearly  5,000 
operatives  out  of  employment,  ai\d  the  Overseers  arc 
about  to  issue  sunmions  against  every  ratepayer  in 
arrear  of  the  rate  which  was  granted  on  the  30th  of 
June  last,  in  order  to  compel  payment,  so  urgent  are 
the  claims  of  the  Union  upoii  them." 

The  Mayor,  summing  up  that  since  1836  there 
had  been  37  bankruptcies  of  master  spinners  in 
the  town,  great  unemployment,  causing  3,000 
houses  to  be  shut  up,  and  sucli  distress  that  73,314 
persons,  whose  average  weekly  income  was  9jd., 
had  been  in  receipt  of  relief,  declared  that  "  he 
wished  Sir  Robert  Peel  to  know  that  he  as  Mayor 
would  not  be  responsible  for  the  consequences 
which  might  follow."  They  were  such  as  to 
justify  his  warning.  Soon  a  mob  of  about  5,000, 
hicluding  many  women,  went  about  the  towns  in 
the  district,  compelling  the  mills  and  collieries  to 
stop  work,  in  protest  against  the  miserable  rate  of 
wages  jKiid.  All  the  mills  in  Manchester  and 
Salford  were  thus  forcibly  closed.     To  the  eye  of 
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Peel  and  many  others,  society  seemed  in  danger  of 
dissolution. 

It  was  such  extremity  oi'  distress,  remembered  in 
the  better  days  which  followed,  that  gave  rise  to 
the  phrase  of  '  the  hungry  forties  '  ;  but  that  might 
really  have  applied  to  the  whole  forty-odd  years. 
Cobbett  in  his  Rural  Rides,  and  other  records  of 
actual  observation,  show  that  the  'teens,  the 
twenties,  and  the  thirties  had  been  on  the  average 
about  as  miserable  as  the  forties  ;  and  it  was  only 
because  in  the  forties  the  majority  of  the  manu- 
facturers, schooled  by  Cobden,  had  come  to 
recognise  that  protection  was  to  them  a  bane 
rather  than  a  blessing,  that  Sir  Robert  Peel  was 
able  to  carr>',  against  the  still  poAverful  resistance 
of  the  landed  interest,  in  the  face  of  imminent 
famine,  the  repeal  of  the  Corn  Laws. 

§  2.     The  Change  under  Free  Trade. 

As  we  have  seen,  the  common  notion  that 
Britain  obtained  '  supremacy '  in  manufactures 
before  1846  by  reason  of  her  protective  system, 
and  that  this  was  what  enabled  her  to  adopt  free 
trade  with  safety,  is  a  delusion.  A  great 
superiority  in  textile  manufactures  had  indeed 
been  won  by  the  early  resort  to  machinery  in 
the  latter  part  of  the  eighteenth  century ;  and 
while  the  Continent  was  periodically  ravaged  by 
Avar  in  the  Napoleonic  period  English  manufactures 
had  a  further  advantage  as  compared  with  those  of 
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other  European  countries.  But  it  was  generally 
recognised  that  the  distress  after  1815  was  due  to 
the  fall  which  then  began  in  the  foreign  demand 
for  British  manufactures  ;  and,  as  we  have  seen, 
Germany  and  Switzerland  were  already  under- 
selling us  on  some  lines,  even  in  our  own  markets, 
in  the  thirties.  What  moved  the  British  manu- 
facturers to  give  up  protection  for  themselves  and 
to  demand  its  abolition  as  to  corn  was  the  dis- 
covery, forced  upon  them  by  the  teaching  of 
Cobden,  that  they  could  not  prosper  without  a 
widened  market  abroad,  and  that  they  could  not 
hope  to  export  nmch  while  our  fiscal  system  kept 
down  our  imports  to  the  lowest  possible  figure. 

It  was  common  in  that  jjeriod  to  charge  the 
free-traders  with  wanting  cheap  food  for  the 
people  merely  in  order  to  be  able  to  pay  lower 
wages  ;  and  many  of  the  workers,  especially  the 
Chartists,  seem  to  have  adhered  long  to  that  view. 
Peel  and  Gladstone  both  held  the  same  opinion 
until  Cobden  convinced  them  that  the  highest 
wages  were  i)aid  not  when  bread  was  dearest  but 
when  it  was  cheapest.  This,  again,  is  a  matter  of 
simple  economic  cause  and  effect ;  and  the  wonder 
is  that  such  powerful  minds  as  Peel  and  Gladstone 
took  so  long  to  follow  it.  When  bread  was  very 
dear,  not  only  the  great  mass  of  the  workers,  but 
many  of  the  shopkeepers  and  the  people  living  on 
small  fixed  incomes,  had  much  less  money  to  spend 
on  anything  beyond  food  ;  and  so  there  was  less 
employment    for   every    manufacturing    industry. 
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Wages  in  consequence  fell  all  round  just  when 
there  was  most  need  that  they  should  be  raised. 
When  bread  was  cheap,  on  the  contrary,  people  in 
treneral  had  more  to  spend  on  manufactures,  and 
the  increased  demand  for  goods  led  to  a  demand 
for  labour  and  a  consequent  rise  in  wages. 

When,  after  the  repeal  of  the  Corn  Laws  began  to 
have  its  effect,  the  price  of  food  fell  greatly  on  the 
average,  wages  did  not  fall,  because  employment 
did  not  fall.  It  has  recently  been  asserted  in  the 
House  of  Commons^  that  the  unemployment 
described  by  Carlyle  in  Past  and  Present  occurred 
"  in  the  middle  of  the  industrial  system  of  the 
fifties  "  ;  but  this  is  a  fiction.  Carlyle's  Past  and 
Present  was  published  in  1843  ;  and  the  unem- 
ployment he  described  was  probably  what  he 
Avitnessed  in  1841  or  1842.  That  was  the  product 
of  all-round  protection,  Peel  having  only  in  1842 
begun  to  reduce  import  duties  on  manufactures. 
It  is  true  that  between  1823  and  1826  Huskisson, 
then  President  of  the  Board  of  Trade,  effected 
reductions  in  the  tariff  upon  many  articles  ;  but 
these  still  left  a  protective  system  standing.  The 
duties  on  cotton  goods,  which  had  ranged  from 
.50  to  75  per  cent,  were  reduced  to  10  per  cent,  the 
cotton  trade  having  least  fear  of  competition  ; 
but  silk,  which  had  before  been  prohibited, 
remained  charged  with  duties  varying  from  25  to 
30  per  cent  ;  linen,  on  which  the  duties  had  run 
from  50  to  180  per  cent,  remained  under  a  25  per 

1  Official  Report  for  24  Juno,  1919,  col.  114. 
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cent  tax  ;  those  on  woollens  were  reduced  from 
50  to  15  ;  those  on  earthenware  from  75  to  15  ; 
those  on  glass  bottles  from  8s.  to  4s.  per  dozen,  and 
those  on  leather  from  75  to  30.  Iron  in  bar  had 
been  taxed  £G  10s.  per  ton  :  this  was  redueed  to 
30s.  Britain  was  thus  under  very  high  protection 
from  1815  till  aljout  1825  ;  and  under  compara- 
tively high  protection  from  1825  till  1843. 

As  leader  of  the  party  which  mainly  repre- 
sented the  landed  interest,  Peel  was  naturally 
loth  to  repeal  the  Corn  Laws  ;  but  in  1842,  ha\dng 
established  a  temporary  income  tax,  he  was  able 
to  set  about  a  systematic  removal  or  reduction  of 
import  duties  on  some  750  articles  ;  and  in  1845, 
getting  a  renewal  of  the  income-tax  for  three  years, 
he  freed  450  more  articles,  many  of  them  on  raw 
materials  such  as  liemp,  flax,  hides,  cotton,  and 
silk.  The  landed  interest,  having  voted  the 
abolition  of  so  many  duties  on  manufactures,  and 
some  on  raw  materials  of  home  protluction,  had  no 
longer  a  strong  case  for  maintaining  the  Corn  Laws ; 
l)ut  it  is  probable  that  only  a  leader  who  had  long 
held  the  respect  of  many  landlords  could  have 
carried  the  repeal  in  1846 ;  and  even  he  only 
because  the  prospects  of  famhie  from  a  ruined 
harvest  and  consequent  famuie  were  menacing. 
Had  not  protection  been  first  withdrawn  from 
most  manufactures,  it  could  not  have  been  TN-ith- 
drawn  from  agriculture. 

The  last  step,  however,  was  the  most  vital. 
What    was    iiofdod   was   an    increase    in    (:he    total 
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exchanges  between  the  nations  ;  and  if  Britain 
was  to  sell  more  produce  she  must  take  more  in 
return.  This  return  could  not  be  all  in  raw  material 
for  fresh  manufacture,  if  the  nation  was  to  have  a 
fair  profit  on  its  labour.  The  exported  goods  were 
naturally  worth  much  more  than  the  imported  raw 
material  they  embodied  ;  if  fresh  raw  material 
were  imported  to  the  full  value  of  one  year's 
export,  the  amount  to  be  worked  up  in  fresh  manu- 
factures would  be  far  in  excess  of  the  demand.  The 
balance  had  to  be  struck  by  the  further  importation 
of  something  else  ;  and  that  something  must  be 
either  foods  or  goods.  In  the  Britain  of  that  age, 
with  a  rapidly  increasing  and  ill-fed  town  popula- 
tion, the  visibly  right  import  was  corn. 

This  at  once  made  a  new  market  for  English 
goods  in  both  Europe  and  America  ;  and  countries 
which  had  been  checking  their  wheat  production 
for  lack  of  a  market  and  turning  to  manufactures 
instead  were  at  once  encouraged  to  grow  more 
wheat,  which,  sold  in  Britain,  could  be  paid  for 
only  by  British  produce.  It  was  thus  and  then 
that  Britain  obtained  her  most  marked  '  supremacy  ' 
in  manufactures,  recovering  lines  of  export  trade 
which  she  had  lost,  and  for  a  long  time  heading 
other  nations  in  manufactures  as  she  had  done  in 
the  age  of  the  introduction  of  machinery.  It  was 
in  the  first  generation  of  free  trade,  too,  that 
British  agriculture  reached  its  highest  prosperity. 
All  the  predictions  of  its  ruin  were  turned  to 
naught  when  rents,  instead  of  falling,  were  fouiid 
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to  remain  steady,  and  farmers,  kept  on  a  safe 
average  by  the  free  import  which  prevented  great 
rises  of  price  in  scarce  years,  ceased  to  petition  the 
legislature  for  help  as  they  had  so  constantly  done 
under  protection. 

It  was  not  till  thirty  years  had  passed  that 
English  agriculture  was  seriously  hit  by  a  new 
non-economic  competition  coming  from  the  United 
States.  There  the  legislature  saw  fit  to  offer 
farming  land  in  the  west  in  great  quantities  to  all 
comers,  rent  free,  on  the  simple  condition  that  they 
should  cultivate  it.  With  the  wheat  produced 
under  those  conditions  on  virgin  soil,  no  European 
producei's  could  compete  ;  and  English  agri- 
culture entered  on  a  period  of  depression,  with 
falling  rents  ;  while  France  and  Germany  pro- 
tected theirs  by  import  duties.  We  shall  discuss 
separately  the  question  of  what  ought  to  be  our 
fiscal  policy  in  regard  to  agriculture  ;  and  what 
might  have  been  the  best  course  to  take  in  the 
seventies,  when  the  cheap  American  wheat  began 
to  flow  in.  But  the  historic  fact  here  to  be  noted 
is  that  for  a  wliolc  generation  British  agriculture 
was  at  its  most  prosperous  pitch  under  free  trade  ; 
that  in  this  period  every  kind  of  production 
expanded  greatly  ;  and  that  even  the  depression 
in  agriculture  begun  by  cheap  American  corn  in  the 
seventies  has  never  depressed  the  life  of  the  people 
as  did  the  protective  sj'stcm  in  the  first  half  of  the 
nineteenth  century. 

As  regards  other  elements  in  the  cost  of  living 
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under  the  protectionist  S3'stem  it  may  be  found 
interesting  to  reproduce  an  actual  Stockport 
grocer's  bill  of  IS-il  which  happens  to  have  been 
preserved  in  the  grocer's  day-book  and  was 
published  and  vouched  for  on  October  22,  1909, 
by  the  Cheshire  County  Xews,  from  which  we  copy 
it.  with  their  explanations  : — 

'■  Below  is  a  copy  of  an  entry  in  the  rough  day  book 
ul  Mr.  George  Brookes,  Grocer  and  Tallow  Chandler,  of 
31,  Market  Place,  Stockport. 

Thursday.  Oct  7,  1841. 

Henry  Marsland,  Esq. 


2()lb.  Lump  Sugar    at    1/- 

:301b.  Raw ,  7^d. 

20lb.  Common    ,.  7d. 

lib.  Starch    „  6d. 

lib.  Best  Blacking 1/6 

fib.  Mustard ,,  1/8 

I  Quire  Cap  Paper ,.  6d. 

iib.  Powder  Blue „  2/8 

21b.  Rice    „  5d. 

1  Brick .,  3d. 

1  Pint  Turpentine    ,,  lOd. 

i'b.  Carraway  Seeds    1/- 

21b.  Soft  Soap „  5d. 


\IIeniy  Marsland.  Esq..  resided  at  liuodlian/:.  Slockpori, 
and  was  Member  ofParliainenffor  the  iinrougli  in  1  sil  .J" 
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To  bring  out.  with  precision  the  difference  in 
costs,  as  between  1842  and  1909,  a  local  free-trader 
ordered  from  a  grocer  all  the  articles  specified  in 
the  old  bill,  and  the  result  was  the  following  bill,  as 
against  the  other  : — 

"  Bouglit  (.f  B.  HANCOCK, 

FAMILY    GROCER    AND    PROVISION    MERCHANT. 


Mk.  J.  H.  Barnes,  Stockport. 

s.  d. 

201b.  Lump  Suyar at  'i^d.    =42 

.361b.  Raw  Sugar    ..  2kl. 

20lb.  Raw  Sugar  (connuon) 2|fi. 

lib.  Starch    

1  dozen  Packets  Blacking   

Jib.  Mustard at    1/4 

1  Quire  Cap  Papier    

ilb.  Powder  Blue 

2lb.  Rice    at    3d. 

1  Bath  Brick 

1  Pint  Turpentine 

Jib  Carraway  Seeds 

2ib.  Tin  Soft'  Soap 


Paid  same  date.  Benj.  Hancock," 

It    would    he    (iihieiill    to    )iatiie    many    articles   of 
ordinary  use  in  which  there  had  not  been  similar 
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reductions  of  price.  Not  the  least  important  case 
in  point  is  that  of  books.  Publishers  about  1840 
counted  themselves  enterprising  when  they  pub- 
lished at  5s.  a  cheap  series  such  as  was  produced 
in  the  present  century.,  before  the  war,  at  one 
shilling,  despite  a  much  higher  wage  payment  to 
the  compositor. 

§  3.     The  Statistics  of  Expansion. 

The  statistics  of  industrial  expansion  and  wealth 
increase  in  Britain  since  1850  give  such  an  over- 
whelming proof  of  relative  prosperity  under  free 
trade  that  it  is  unnecessary  to  offer  them  in  detail. 
A  few  statements  in  round  numbers  will  convey 
the  gist  of  the  evidence.  Between  1854  and  1913, 
the  increase  in  foreign  trade  was  fivefold,  while 
population  had  not  doubled,  the  figures  for  1851 
having  been  27|  millions.  Between  1857  and  1908 
the  increase  in  incomes  returned  for  income  tax 
was  more  than  threefold — a  rise  from  £313,000,000 
to  £947,000,000.  At  the  same  time,  the  increase 
in  the  total  of  deposits  in  the  Post  Office  Savings 
Banks  between  1864  and  1908  was  from  £5,000,000 
to  £161,000,000.  On  the  other  hand,  pauperism  in 
England  and  Wales,  which  in  1850  had  been  56-5 
per  thousand  of  population,  had  in  1908  fallen  to 
22-1  per  thousand.  Between  1854  and  1914,  again, 
our  shipping  engaged  in  foreign  trade  had  increased 
from  8,000,000  tons,  mostly  of  sail,  to  12,000,000 
tons,  mostly  of  steam. 
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To  be  sure,  these  figures  do  not  in  themselves 
prove  that  free  trade  was  the  cause  of  the  pros- 
perity. Other  countries,  under  tariffs,  also 
expanded  their  trade,  and  it  is  obvious  that  the 
developments  of  railways  and  steam  shipping 
promote  commerce  independently  of  fiscal  systems. 
But  one  or  two  crucial  tests  will  show  that  free 
trade  demonstrably  does  promote  expansion  where 
tariff  systems  check  it ;  and  there  is  no  contrary 
evidence  for  the  expansion  of  trade  under  tariffs 
with  contraction  under  freedom. 

When  we  note  that  in  1826  the  substitution  of  a 
duty  of  from  25  to  30  per  cent  on  silk  goods  for  an 
absolute  prohibition  was  viewed  with  terror  by 
the  English  silk  trade  ;  \  ct  that  within  a  year  of 
the  change  the  number  of  throwing  mills  had  risen 
from  175  to  26(5,  and  that  of  spindles  from 
780,000  to  1,180,C00,  it  is  hardly  possible  to  doubt 
that  the  fiscal  change  was  the  main  factor.  When, 
seven  years  after  the  change,  the  silk  weavers  of 
Macclesfield  drew  the  carriage  of  the  responsible 
minister  (Huskisson)  through  their  town  in 
triumph,  they  evidently  took  that  view ;  and 
when  it  was  found  that  in  the  ten  years  before 
1824  the  average  quantity  of  raw  and  thrown  silk 
used  in  the  trade  had  been  under  two  million  lb., 
and  that  in  the  ten  years  following  it  was  over 
four  millions,  there  could  hardly  be  anj^  dispute  as 
to  the  inference.  The  broad  explanation  of  the 
change  is  that  when  prohibition  was  withdra^vJl 
the    manufacturers    felt    compelled    to    substitute 
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new  and  efficient  machinery  for  the  old  machines 
they  had  been  using  ;  and  only  where  this  was 
not  done  (as  in  Coventry)  was  there  distress. 

If,  again,  we  compare  the  total  figures  of  British 
exports  in  the  first  half  of  the  century  with  those  of 
the  free-trade  half,  we  find,  to  begin  with,  a  much 
greater  rate  of  expansion  in  the  latter  period. 
Values,  indeed,  are  not  sure  evidence  of  the 
amount  of  trade  done  ;  and  when  we  find  the 
annual  export  average  put  at  £40,750,000  in 
1801-10  ;  at  £41,000,000  in  the  decade  1811-20  ; 
and  at  only  £36,500,000  in  1821-30,  we  may  be 
sure  that  the  amounts  in  the  peace  period  were 
really  much  larger  than  the  mere  values  would 
suggest.  AVhen,  again,  the  figures  rise;  in  the 
decade  1831-40  to  £45,250,000,  we  infer  a  con- 
siderably larger  trade  than  was  done  at  high  prices 
in  the  war  period.  But  wlieji  we  find  that  from 
1842,  when  the  years  export  figures  stood  at 
£47,000,000,  they  rose  to  £63,000,000  in  1849,  it 
is  a  fair  inference  that  such  an  exceptional  pro- 
gression was  due  to  the  system  of  fiscal  reductions 
begun  by  Peel  in  the  former  year. 

If,  yet  again,  m'c  take  the  total  of  British 
exports  and  imports  together,  we  find  that  at  1834 
it  was  about  £100,000,000  :  at  1842,  £125,000,000  ; 
and  at  1846,  £150,000,000.  But  thereafter  it  rises 
continuously  till  1860,  when  it  is  close  upon 
£375,000.000.  Such  a  rise  as  this  is  wholly  un- 
precedented in  the  protectionist  period ;  and 
when,  after  ups  and  doAvns  largely  due  to  European 
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wars  and  tlio  American  Civil  War,  we  find  that  in 
1892  the  figure  has  readied  £750,000,000,  it  is  at 
least  clear  that  free  trade  permits  of  a.n  enormously 
greater  commerce  than  ever  took  place  under 
tariffs.  For  the  amount  of  the  trade  was  latterly 
far  greater  than  the  values  indicate,  the  price  of 
many  goods,  such  as  cr^ton,  having  greatly  fallen. 

§  4,     Expansion  m  Protectionist  Countries. 

It  is  urged,  however,  that  the  trade  expansion  of 
tariffed  countries,  in  particular  tJie  United  States 
and  Germany,  has  also  been  very  great,  and  that 
thereibrc  free  trade  ought  not  to  be  in  any  degree 
credited  with  ours.  It  is  necessary  here  to  note, 
in  the  first  place,  that  as  regards  the  United 
States  the  comparison  is  between  a  vast  area  and 
a  small  one,  a  continent  and  a  small  group  of 
islands  ;  that  within  the  vast  area  of  the  United 
States  there  is  complete  freedom  of  trade  ;  and 
that  in  point  of  sheer  natural  resources  the  United 
States  ought  to  be  immensely  more  productive 
than  the  United  Kingdom.  The  States  have 
colossal  advantages  in  respect  of  the  production  of 
cotton,  tobacco,  and  petroleum  with  which  we 
have  absolutely  nothing  to  compare  ;  their  coal  and 
iron  beds  are  many  times  greater  than  ours,  and 
much  more  easily  workable  ;  and  their  corn- 
growing  and  Fruit-growing  power  is  equally 
superior.  Obviously  a  country  so  nearly  self- 
sufficing  does  not  depend  on  foreign  tradi-  as  we  do. 
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Vet.  her  progress  in  population  and  wealth  is  not 
nearly  as  great  as  ours  in  proportion  to  her  possi- 
bilities ;   and  the  facts  call  for  investigation. 

It  is  obvious  that  in  such  a  country  wages  would 
naturally  tend  to  be  high  as  soon  as  the  first 
struggle  with  wild  nature  and  the  savage  was  over, 
and  population  could  freely  expand.  In  all  new 
countries  the  process  is  the  same  ;  men  desire  to 
till  or  work  on  their  own  account,  and  hired  labour 
is  relatively  scarce  and  dear.  Under  these  circum- 
stances manufactures  on  a  large  scale  cannot  easily 
arise,  and  imports  are  the  natural  source  of  supply. 
In  the  United  States,  however,  it  was  at  an  early 
stage  decided  to  create  a  manufacturing  popula- 
tion, and  to  that  end  heavy  duties  were  laid  upon 
imports.  As  wc  have  already  noted,  these  were 
after  a  time  lightened,  and  a  leaning  towards  free 
trade  seemed  to  be  growing,  when  the  Civil  War 
came  to  throw  the  development  back.  The  result 
of  the  continued  tariff  system  is  broadly  this,  that 
wages  in  the  United  States  have  been  high  in 
trades  which  cannot  be  protected  (as,  engine- 
driving  and  brick-laying)  and  low  in  those  which 
are  protected,  as  the  textile  trades.  It  was  com- 
monly admitted  in  the  States  quite  recently 
that  in  the  protected  woollen  trade  machinery 
was  backward  and  wages  low,  as  a  result  of  the 
long  protection  given  by  the  tariff.  And  in  the 
winter  of  1909-10  the  Westminster  Gazette  printed 
this|letter  from  an  English  workman  employed  at 
Brooklyn  : — 
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"  Thousands  of  mill  hands  get  li-lj  dollars  a  day. 
Now  this  is  only  equal  to  a  grtat  number  of  our  wages 
at  Jionie  ;  but  look  at  the  diffcrenec  in  value  !  Bread 
here  is  5  cents  lor  lib.  loaf.  Butter  has  risen  to  40  cents 
a  pound  ;  beef  40  cents  a  pound,  eggs  40  cents  a  dozen 
this  winter.  Clothes  are  outrageous.  Everything,  in 
fact,  is  abnormally  dear.  I  am  also  sorry  to  say  there 
is  plenty  of  unem])loyment  here,  and  personally  I 
think  it  better  to  be  unemployed  where  there  is  cheap 
food  than  unem])loyed  where  the  food  is  dear.  .  .  . 
I  only  wish  I  could  plant  some  of  our  ardent  reformers 
here  for  a  week  onlv  :  T  think  they  would  have  enough 
of  it  bv  then." 


Here  it  begins  to  appear  how  an  artificial 
process  of  heightening  prices  by  tariffs  can  defeat 
itself.  It  is  evident  that  the  American  workers  in 
protected  trades  had  no  proportionate  share  in  the 
natural  wealth  of  the  country  ;  and  one  of  the 
presumable  reasons  is  that  the  States  had  to 
export  proportionately  more  in  quantity  than 
they  received,  by  the  amount  represented  by  their 
tariff.  When,  for  instance,  the  States  sent  to 
Britain  £100  worth  of  produce,  and  put  a  30  per 
cent  tariff  on  w^hat  they  imported,  the  American 
creditor  was  paid,  rouglily  speaking,  by  £70 
worth  of  British  goods,  which  fetched  £97  in  the 
American  market  ;  the  freights  paid  to  ]3ritish 
shipping  making  up  the  difference. 

In  point  of  fact,  as  already  noted,  the  States  did 
not  take  British  goods  to  anytlring  like  the  full 
extent  of  their  export  to  us  ;  nmch  of  tliat  exi)ort 
l>eijig   really   American   payments   of  interest   on 
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British  investments,  nnd  oi"  eosl  of  freiglit-earrying 
botli  -ways  b\'  liritisJi  shi}3ping.,  and  insurance  by 
British  undenvriters.  But  when  the  States  took 
oj-iental  ])ro(hiee  J'roni  China  and  India  tliey  wci-e 
squaring  their  accounts  Avitli  Britaiji.  Sucli 
balancings  are  done  by  bills  of  exchange.  Wlien, 
for  instance,  a  Britisli  exporter  sent  goods  to  India, 
he  would  draw  a  bill  on  the  Indian  debtor.  That 
bill  could  be  sold  to  a  British  importer  of  American 
goods,  who  could  use  it  to  pay  liis  debt  in  Aiueriea  : 
and  the  American  receiver  (or  his  ))anker)  could 
sell  it  to  an  American  imi)()rter  of  goods  from 
India,  who  would  use  it  to  pa>-  his  debt  there.  But 
in  the  end  it  works  out  that  the  country  which 
puts  a  high  tariff  on  imported  goods  gets  so  much 
the  less  of  foreign  goods  to  pay  for  its  own  exports 
to  a  free  trade  country. 

§  5.     British  and  American  Shipping. 

For  the  same  kind  of  reason,  shipping  is  an 
important  factor  in  securing  real  wealth  ;  and  it 
is  really  beyond  reasonable  doubt  tliat  sliipping 
thrives  under  free  trade  A'cry  nnieh  more  than 
under  protection.  In  the  period  from  1801  to  1841, 
British  tonnage  appears  to  liave  increased  only 
from  1,970,000  to  2.935,000.  In  the  decade 
1841-51,  under  the  effect  of  Peel's  fiscal  reforms, 
it  ijicreased  to  3,062,844 — a  rise  of  727,000  tons  in 
tell  years  as  against  a  rise  of  only  965,000  in  fort}'. 
But  after  1851,  when  the  fruits  of  the  repeal  of  the 


THE  HISTORIC  TEST  83 

Corn  Laws  came  to  be  fully  reaped,  the  expajision 
was  much  more  rapid  still.  In  1861  the  figures 
were  4,806,000  ;  in  1881,  6,692,000  ;  in  1901  they 
had  risen  to  9,608,000  ;  and  in  1914  to  12,119,000. ^ 
And  the  increase  in  carrying  power  here  is  far 
greater  than  is  indicated  by  the  mere  tonnage 
tigures,  for  modern  tonnage  is  mostly  steam,  of 
which  one  ton  is  reckoned  to  do  the  work  of  three 
tons  of  modern  sail ;  while  the  modern  sailing  ship 
itself  is  far  more  efficient  than  that  of  the  first  half 
of  the  nineteenth  century. 

Thus  the  carrying  power  oi'  our  foreign-going 
shipping  in  1914  was  probably  about  twenty  times 
what  it  had  been  in  1841,  and  this  means,  in  the 
upshot,  that  we  imported  at  least  ten  times  the 
amount  of  real  wealth  per  annum,  for  a  population 
that  had  not  doubled.  Of  this  wealth  a  large 
amount  was  earned  by  the  shipping  itself ;  for 
Britain  has  latterly  had  more  than  half  the  effective 
tonnage  of  the  globe,  and  thus  did  most  of  the 
carrying  both  ways  between  herself  and  other 
countries.  This  meant  that  goods  in  payment  of 
freight-carrying,  and  yet  further  in  payment  of 
insurance  premiums  due  to  the  British  under- 
writers, came  into  this  country  in  addition  to  the 
goods  r(;presenting  profits  and  interest  on  J^ritisli 
investments.  Thus  Britain,  with  incomparably 
smaller  natural  resources  than  the  United  States, 

'  Thebe  are  hgiiies  uf  net  tonnage.  The  gross  tonnago  in  1914 
was  over  20,000,000 ;  and  by  this  meaaure  the  increase  in 
dhippiug  coiiatruciiou  ia  coiiaidorably  greater  than  by  the  other. 
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earned  for  her  aggregate  population,  under  her 
free  trade  system,  a  share  of  real  wealtli  out  of  all 
proportion  to  her  pow<r  of  direct  self-supply. 

But  the  most  remarkable  thing  in  the  whole 
record  is  the  comparative  history  of  liritish  and 
American  shipping,  which  proves  conclusively 
how  free  trade  can  help  and  tariffs  handicap  an 
industry.  In  tlic  first  half  of  the  nineteenth 
century  American  shipping  actually  increased 
more  rapidly  than  British.  In  1840  it  stood  at 
900,000  tons  ;  in  1850  at  1,585,000  ;  and  in  1860 
at  2,546,000  ;  while  that  of  Britain  in  the  same 
period  increased  only  from  2,768,000  in  1840  to 
3,565,000  in  1850  and  4,658,000  in  1860.  The 
American  percentage  increase  was  thus  con- 
siderably the  higher  ;  and  even  of  the  British 
shipping  of  that  period,  the  best  tonnage  was  built 
for  us  in  the  United  States.  The  once  famous 
'  Cliina  clippers  '  which  then  annually  raced 
home  with  the  first  of  the  Chinese  tea  crop  were 
mostly  American  built. 

The  reason  for  this  was  that  the  States  had 
great  natural  advantages  for  shipbuilding  as 
regards  alike  timber,  hemp,  and  tar  ;  whereas 
British  shipbuilding  had  been  made  both  costly 
and  inferior  in  the  protectionist  period  by  duties 
on  Baltic  timber,  hemp,  tar,  etc.,  and  by  prefer- 
ences on  Canadian  timber,  which  was  quite 
unsuited  to  the  purpose.  At  1860  it  looked  as  if 
before  the  end  of  the  century  the  States  and  not, 
Britain  would  be  the  great  sea-trading  country. 
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But  after  1860  two  things  liappencd  :  the  American 
Civil  War,  with  its  train  of  imi)ort  duties,  and  tlic 
advent  of  the  iron  ship,  to  be  followed  a  generation 
later  by  the  steel  ship.  ^Vith  a  tariff  on  iron,  the 
advantage  of  the  Anieriean  shipbuilder  dis- 
appeared ;  with  a  monopoly  to  American  coastal 
shippiiig,  the  costs  of  ship-maintenance  in  the 
States  rose  greatly.  The  outcome  was  that  in  1900 
the  American  sea-going  tonnage  had  sunk  to  less 
than  one  million,  while  the  Bi-itish  had  risen  to 
over  eleven.  For  the  ten  years  181)5  1901,  indeed, 
the  U.S.  sea-going  tonnage  was  under  900,000  ;  and 
the  subsequent  slight  rise  was  due  to  subsidies. 

In  this  matter  the  cau.satioji  is  clear.  It  was 
free  trade  that  expanded  British  ship-building  and 
British  sea-carriage  alike.  The  States  could  not 
make  and  sell  iron  and  steel  ships  in  competition 
with  the  free -trade  counti-y.  And  a  closely 
similar  development  has  taken  place  in  France, 
where  no  amount  of  subsidising  has  availed  to  set 
up  any  progress  approaching  to  that  seen  in  the 
liritish  mercantile  marine.  The  subsidies  have 
secured  an  actual  increase  in  sail-tonnage,  which  is 
obviously  imecononiical  ;  and  the  British  increase 
iji  steam  tonnage  in  the  period  1895-1902  was  over 
2.500,000,  as  against  a  French  increase,  under 
boioUics;  of  only  50,000  tons. 

It  is  to  be  observed  further,  as  regards  all  com- 
j);i,iiso)is  betAvecu  liritish  and  foreigji  tonujige,  thai 
the  different  bases  of  computation  are  apt  to  set 
up    misconceptiojis  ;     and    that    there    are    many 
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misrepresentations  on  the  subject.     The  lollowing 
facts  arc  to  be  kept  in  view  : — 

1.  The  total  of  American  tonnage  includes  the 
great  quantity  of  craft  i)lying  on  the  rivers  and 
lakes  and  in  the  coastal  trade  of  the  States,  all  of 
which  is  an  American  monopoly.  The  true  basis 
of  comparison  between  British  and  American 
shi})i)ing  is  between  the  sea-going  tonnages. 

2.  American  registered  tonnage  includes  ull 
vessels  of  five  ions  and  upwards ;  so  that  the 
figure  of  4,,500,000  for  the  home  trade  includes 
thousands  of  sloops,  ferry-boats,  dredging  machines, 
tugs,  and  paddle-steamers.  Much  of  the  American 
tonnage,  too,  is  sail.  A  comparison  of  bare  tonnage 
between  sail  and  steam  is  quite  misleading. 

3.  French  registered  tonnage  includes  all  vessels 
of  two  tons  and  uprvards.  as  is  also  the  case  with  the 
small  and  unexpanding  tonnage  of  protectionist 
Italy,  wliich  also  consists  largely  of  sail  of  inferior 
efficiency.  Britisli  registered  tonnage  includes  only 
vessels  of  100  tons  and  upwards. 

4.  British  tonnage  in  the  aggregate  remains  the 
niost  efficient  in  tJie  world  (or  did  so  in  the  years  of 
peace).  The  constant  practice  of  British  ship- 
owners has  been  to  renew  their  tonnage  frequently 
and  sell  the  old  to  other  countries. 

The  only  remaining  protectionist  argument 
against  the  inference  drawn  from  the  conspicuous 
success  of  shipping  under  free  trade  is  tliat  the 
shipping  of  Germany  latterly  expanded  rapidly, 
despite  her  tariff  system.    But  this  turns  out  to  be 
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uii  argument  in  favour  of  free  trade  ;  for  not  only 
was  the  German  tariff  in  general  much  lower  than 
the  American,  but  the  German  fiscal  law  all  along 
allowed  free  trade  in  all  materials  required  for 
shipbuilding  and  ship-outfitting.  The  very  cutlery 
used  on  passenger  ships  was  exempted  from  duty, 
and  was  thus  either  foreign-made  or,  if  home  made, 
supplied  at  the  world-price — that  is.  in  this  case, 
tlie  British  i)rice.  The  Gcrni;)n  law  thus  in  effect 
avowed  tha.t  shipping  needed  free-trade  conditions 
in  order  to  compete  witJi  free-trade  shipping. 

It  is  argued,  indeed,  on  the  otJicr  hand,  that 
seeing  American  shipbuilding  Avas  also  latterly 
allowed  inununity  from  duties  on  all  nialerial,  and 
yet  could  not  compete  Avith  J3ritish,  it  cannot  be 
the  free-trade  conditions  that  cause  the  difference. 
But  once  again  investigation  proves  tlie  point.  It 
Avas  only  for  the  ships  built  for  ]"o reign  trade  that 
materials  Avere  alloAved  in  tlie  States  to  escape 
duty  :  the  shipping  for  the  monopoly  trade  in 
American  Avaters  naturally  got  no  such  priA'ilege. 
Jhit  that  shipping  constituted  tJic  bulk  of  the 
Ain(M-ican  out])ut  :  and  the  s]u'})yards  in  general 
AN'cre  thus  on  a  protectionist  basis.  A  yard  could 
not  build  a  ship  cheap  on  one  side  and  dear  on 
anotJier.  Only  in  separate  yards  could  any 
advantage  be  got  from  the  remissioji  of  duties  ; 
and  as  such  y^trds  Avould  on  the  avJioIc  turnover 
get  smaller  profits,  tlie  i>lan  av;i.s  on  the  AA'hoJc  a 
failure,  (ierinan  sjiipping  being  all  on  tlio  sam»> 
footing,  I  jic  ])l;ui  in  the  German  case  s\icceeded. 


88  FREE  TRADE 

§  6.     German  Trade  Expanaiun. 

But  it  was  naturally  iu  respect  of  German  trade 
in  general  that  the  British  tariffists  before  the  war 
claimed  superior  expansive  power  for  tariffed  trade 
over  free  trade.  It  is  necessary,  therefore,  to 
investigate  that  topic  before  we  make  a  historical 
summing  up. 

The  outstanding  facts  arc  that  in  the  generation 
before  the  war  German  commerce  and  industry 
made  greater  progress  than  those  of  any  other 
continental  State  ;  and  that  the  percentage  ex- 
pansion imder  both  heads  was  greater  than  tJic 
British.  This  percentage  expansion  was  often 
])ointed  to  as  a  proof  that  a  tariff  policy  was  better 
for  commerce  than  one  of  free  trade.  But  there  is 
an  obvious  statistical  fallacy  involved  here.  A  new 
business  undertaking  may  increase  its  turnover 
at  a  higher  percentage  rate  than  that  of  an  older 
one,  and  yet  make  a  much  less  actual  expansion 
than  that  of  the  older  concern.  For  instance,  a 
business  with  a  turnover  of  £1,000,000  may 
expand  only  at  the  rate  of  £100,000  a  year — a 
10  per  cent  increase,  or  thereabouts  ;  while  a 
new  concern  with  a  turnover  of  £200,000  may 
expand  at  the  rate  of  20  per  cent  and  yet 
only  make  an  actual  increase  of  £40,000.  Only 
after  a  long  period  can  the  higher  percentage 
increase  overtake  the  actual  total  of  the  larger 
business.  As  a  matter  of  fact,  the  largest  per- 
centage increase  attained  by  any  State  in  modern 
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times  occurred  in  the  year  1906  in  the  trade  of 
Greece,  whose  whole  annual  commerce  is  a  frac- 
tion of  the  annual  inci'case  of  that  of  Britain. 

Another  fallacy  is  plainly  involved  in  the  per- 
centage argument.  If  the  German  increase  is  a 
result  of  a  tariff  policy,  similar  increases  ought 
to  be  made  in  the  commerce  of  other  countries 
pursuing  a  tariff  policy.  But  the  case  of  Germany 
was  selected  in  tariffist  propaganda  precisely 
because  no  other  tariffist  country  in  Europe  came 
near  her.  France,  also  possessing  great  natural 
resources,  made  much  less  commercial  and  in- 
dustrial progress  under  her  tariff  ;  and  no  other 
tariffed  country  in  Europe  was  worth  discussing 
in  tills  rcs])cct.  The  only  other  European  countries 
which  made  great  commercial  progress  in  proportion 
to  tlieii-  natural  resources  were  Holland  and 
Britain,  both  relying  on  a  free  trade  policy.  The 
onl\^  sound  inference  was  that  the  progress  of 
Germany  was  due  to  other  causes  than  that  of  the 
tariff :  tliat  tariffs  evidently  i'ailcd  in  general  to 
expand  trade  ;  and  that  the  similar  prosperity  of 
the  only  two  European  countries  which  pursued 
free  trade  as  a  general  ])rinci])]e  (Denmark  having 
free  trade  only  in  agricultural  products)  pointed  on 
the  other  hand  to  some  inlierrnt  virtue  in  tlieir 
fiscal  system. 

Tlu'  ])i-()blem  was  elearlv  ojic  of  {a)  natural 
n-soiirces,  and  {h)  of  general  organisation,  scicjitific 
and  other.  Tlie  great  oulstanding  f;icts  were  tliat 
Germany  had  the  greatest  combination  of  coal  and 
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iron  resources  possessed  by  any  Europeaji  State  ; 
her  iron  resources  in  particular  being  far  greater 
than  ours ;  and  that  ]ier  dcvelopmejit  of  those 
resources  had  been  luiequalled  in  point  of  energy. 
It  was  just  a])(»nt  tjic  tinui  of  tJie  ini])osition  of  the 
Bismarck  tariff  that  tJie  British  invention  of  the 
(iilchrist-Thonias  process  of  Avorking  liematitc  iron 
made  a\'ailable  for  conuuercial  purposes  a  great, 
([uautity  of  Gerniaii  ore  sucli  as  Jiad  previously 
been  uiiAvorkablc.  and  Jia.d  aclually  been  used  as 
road  nietal.  And  it  will  j)c  f(;und  that  German 
expert  opinion  generally  assigjied  the  industrial 
expansion  of  the  last  generation  to  the  develo})- 
ment  of  the  iron  industry  in  particular,  aiul  not  to 
any  part  played  liy  the  tariff.  To  point  as  ta,riffists 
did  to  the  superior  productioii  of  steel  in  Germany 
as  a  residt  of  the  tariff,  when  Germany  Iiad 
immensely  more  (U'C  to  produce,  was  a  mere 
mystification.  If  tlie  tariff  was  the  cause,  why  did 
not  other  tariffed  coimtries  shoAv  the  same  results  ? 
In  point  of  fact,  no  tariff  was  needed  to  protect 
German  iron  in  the  new  development ;  and  the 
tariff  proba})ly  ]iam])ered  tJiat  development  by 
raising,  as  tariffs  almost  always  do,  the  cost  of 
production. 

Next  to  this  great  natural  advantage  of  combined 
resources  in  coal  and  iron,  what  counted  in  the 
special  development  of  German  industry  was  the 
energetic  and  economical  ajiplication  of  science 
and  organisation  to  productive  processes — an 
application  made  possible  cm  the  one  hand  by  the 
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high  development  of  scientific  and  technical  educa- 
tion in  German  schools  and  universities,  and  on 
the  otlicr  by  the  comparatively  modest  standard 
of  comfort  at  which  educated  men  in  Germany  had 
long  been  accustomed  to  live.  Until  recent  years, 
German  professors  livcfl  on  salaries  no  larger  than 
those  paid  to  many  English  foremen  ;  and  doctors 
in  chemistry,  of  whom  hundreds  wcuc  employed 
in  some  large  single  concerns,  began  life  on 
lower  salai'ics  tlinii  those  paid  to  many  English 
clerks. 

Undir  such  couditioiis  the  specially  rapid 
development  of  the  great  German  chemical 
industries  needs  no  tariff  to  explain  it.  Xo  foreign 
chemical  industry  could  iji  tiic  mass  compete  with 
it,  though  many  separate  chemical  industries  in 
Britain  always  held  their  own  against  all  com- 
petition. Wheji  to  tliis  forwardness  in  education 
and  organisation,  developijig  exceptional  natural 
resoiu'ces,  there  was  added  an  actual  aj)plication 
of  free-trade  prijiciplcs  to  the  s]u])buildiug  industry, 
a  great  expansion  of  foreign  trade  and  an  im- 
provement in  tlic  life  conditions  of  tlie  workers 
were  natural  i-esults,  (clearly  arising  independently 
of  any  tariff  policy. 

§  7.      Wealth -Kariihi^^  Power  of  Free  Trade. 

But,  there  remains  t,o  l)e  faced  the  ;dl-iiuportanl 
fact  that,  with  all  f.liose  forcres  at.  work.  I,h(;  raj)i<l 
expansion  of  German  foreign  trade  lefl  the  German 


92  FREE  TRADE 

nation,  despite  its  much  larger  population,  inferior 
to  Britain,  after  nearly  forty  years  of  tariff  policy, 
alike  in  res])eet  of  total  wealth,  volume  of  trade, 
and  life  conditions  for  the  mass  of  the  people.  What 
was  th(!  explanation  ?  No  advocates  of  tariffs 
have  offered  any,  save  the  general  argument  that 
Britaiji  had  '  had  the  start '  in  manufactures  and 
foreign  trade  generally.  Now  if  the  British  policy 
was  fundamentally  wrong  and  the  tariff  policy 
fundamentally  right,  any  '  start  '  ought  to  have 
been  eliminated  after  forty  years  of  intellige)\t 
tariltist  competition  with  Britisli  trade  on  the  part 
of  a  much  larger  population.  But  save  in  the 
staple  steel  and  iron  industries  in  which  Germany, 
as  aforesaid,  had  great  natural  advantages,  and 
those  chemical  industries  in  which  (as  in  the 
chemistry  of  tlie  eonl-tar  products)  those  natural 
advantages  were  united  with  special  scientific 
enterprise,  German  trade  in  191-1  was  not  beating 
British  trade  either  in  the  output  of  staple  in- 
dustries in  general  or  in  national  profit  as  revealed 
by  power  to  bear  taxation  ;  and  the  wages  of  the 
German  workers  remained  lower,  witli  longer  liours 
of  work  and  higher  food  prices,  than  those  of 
Britain. 

Plainly,  the  ex]3]anation  is  not  to  be  found  in  a 
mere  '  start  "  obtained  by  British  industry  under 
free  trade.  From  t]u;  tariffist  point  of  view,  in 
fact,  a  start  could  never  have  becji  obtained  under 
a  free  trade  policy  at  all  unless  other  nations 
actually  abstained  from  seeking  industrial  develop- 
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ment.  But,  as  we  have  seen,  severe  industrial 
eompetitioji  was  actually  goine:  on  in  the  decade 
before  the  reductions  of  tariffs  and  the  abolition 
of  corn  duties  by  Peel.  If  any  'start'  was  really 
obtained,  then,  it  was  nndrr  free  trade  ;  and  the 
credit  of  it  nuist  go  to  that  policy.  But  even  if  we 
waive  this  fact,  and  assume  that  the  wars  wage<l 
by  Germany,  cidminating  in  tlie  war  of  1870  witli 
France,  gave  a  new  start  to  English  industry, 
the  industrial  history  of  the  forty  years  before 
the  World  \\'ar  cannot  be  explained  away  by 
such  a  '  start.' 

The  true  explanation,  it  can  be  clearly  sho\\ai, 
lies  in  the  free-trade  policy  itself.  It  is  generally 
admitted  that  the  wealth  accumulated  by  Britain 
during  the  nineteenth  and  the  present  century 
has  been  mainly  accumulated  by  foreign  trade  ; 
and  it  is  demonstrably  in  the  nature  of  free  trade 
to  yield  a  larger  national  profit  (as  apart  from 
profit  yielded  by  natural  resources)  than  can  be 
yielded  by  a  protective  system. 

Under  the  latter  system,  as  tarilTists  themselves 
frequently  contend,  the  protected  manufacturer 
secures  his  profit  by  charging  high  prices  to  his  own 
countrymen.  He  is  then  able  (as  the  tariffists 
themselves  tell  us)  to  sell  cheaper  abroad.  This  in 
fact  he  must  do  if  he  is  to  undersell  competitors 
wlio  live  under  free  trade.  And  as  a  matter  of  fact 
tlic  increasing  foreign  trade  of  Germany  was  being 
more  and  mo)-e  carried  on  under  those  conditions. 
The    high    tariff    on    foodstuffs,    imposed    in    the 
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interest  of  tlic  large  landowners  (for  it  was  (»nly  th<- 
larger  Inmlowners  Avho  benefited,  as  the  smaller 
ones  niKstly  eonsumed  their  own  produce),  ke])l 
the  cost  of  living  constantly  high  ;  so  that  the 
German  workers,  wliose  wages  were  much  below 
the  British  level  when  the  tariff  j^olicy  began,  had 
to  go  on  striking  year  after  year  for  higher 
wages,  thus  always  tending  to  raise  the  cost  of 
production. 

But  that  was  not  all.  The  vast  German  military 
system,  though  very  eeonomieally  managed,  meant 
the  annual  withdrawal  frf)m  industry  of  a  great 
amount  of  labour  power,  which  restricted  the  net 
product  as  compared  witli  that  of  Britain  ;  and 
the  large  amount  of  produce  latterly  obtained 
from  the  comparatively  inferior  German  soil  was 
always  less  economically  produced  than  the  food 
supply  of  Britain  under  her  relatively  careless  land- 
system  :  because  British  manufactures,  being  in 
general  at  a  high  level  of  efficiency,  purchased  food 
for  Britain  iji  the  best  and  cheapest  markets  of 
the  world, — that  is  to  say,  in  the  countries  with  the 
greatest  natural  advantage  for  food  production. 
The  bread  and  meat  eonsumed  in  liritain  were 
thus  obtained  at  a  lower  cost  in  capital  and 
labour  than  the  bread  and  meat  of  Germany,  the 
British  worker  obtaining  better  food  at  lower 
prices  than  those  of  the  inferior  German  food. 
British  wages,  accordingly,  remained  not  only 
higher  in  actual  money  amount  but  higher  in 
purchasing  power  per  shilling  than  the  German. 
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That  is.  ))V(>afl]y  sjieakiiig,  tlie  social  side  of  the 
qiiestioji.  'Du-rc  iHiuains  the  lijiaiicial  side.  The 
free  trade  pohcy  ineajit  iiot  only  tliat  focMJ  and 
clothing,  furniture  and  crockery  and  cutlery,  were 
kept  cheap  i'or  tlie  British  i^opidation  :  it  meant 
that  the  large  profits  of  the  British  export  trade 
and  of  British  shipping  Avere  to  a  large  extent 
annually  invested  in  foreign  countries  ;  so  tliat 
before  the  Avar  Britain  Avas  the  chief  creditor 
countrx'  in  Knro])c.  This  A'cry  fact  used  to  be 
founded  upoj\  by  tariffists  in  the  period  1903-13 
as  an  argument  against  free  trade.  The  interest 
upon  those  iiiA'cstments,  they  rig]itl\-  enough 
argued,  must  eithej-  come  to  tJu's  country  in 
produce  of  sojiic  kind  oi-  be  i'c-inA''ested  abroad  ; 
and  it  tended  to  come  to  a  considerable  extent  in 
the  form  oi'  manufactures,  in  Avhicli  case  (they' 
claimed)  it  took  employment  aAvay  from  British 
workers. 

It  ]ieA'(i'  occui'i'cd  to  tliosc  Avho  used  this  argu- 
ment tJiat,  u))on  their  i)rinciples,  it  Avould  really 
be  better  for  us  that  British  traders  and  ship- 
oAvncrs  sJiould  make  as  Httle  ju'olit  as  tJiey  could 
get  along  Avith,  ajid  iJiat  tjicre  sJiould  ]n-  no  Jiritish 
invcst]nc-nts  of  cajjital  in  loreigji  countries  at  all. 
Britisli  exports  of  coal  and  maimfactiires  Averc 
always  sulTicient  to  purchase  the  bare  food  and 
raw  mat  (rials  necessary  for  British  industry  ;  and 
if  all  inii)orts  beyond  these  Avere  injurious  to  us  as 
taking  away  employment,  we  sliouid  as  a  nation 
be   better  off  Avitliout    them.      And   a   nunibei-  of 
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taritfists  did  actually  argue  in  so  many  words  that 
the  '  tx])ort  of  oapitar  was  au  injury  to  the 
nation.  It  developed  foreign  countries,  they  said, 
and  it  took  away  capital  tliat  was  necessary  to 
develop  Britisli  industr\'. 

We  shall  see  later,  in  detail,  that  this  was  an 
'  argument  in  a  circle,'  used  in  tariffed  countries 
as  well  as  in  ours  by  people  who  did  not  understand 
economic  problems.  Here  it  may  sidlicc  to  point 
out  that  if  the  capital  invested  abroad  had  been 
productively  employed  at  home,  the  result  would 
have  been  a  larger  production  for  export  ;  and  if 
the  export  were  profitable  it  would  have  meant 
that  the  extra  profit  must  be  either  invested  abroad 
or  employed  at  home  in  a  much  larger  production 
than  ever ;  and  so  on  every  year,  in  a  '  geo- 
metrical ratio  '  of  increase.  Now,  all  business  men 
know  that  export  at  a  profit  cannot  increase 
beyond  a  certain  amount  in  a  given  time  ;  that 
great  progressive  increases  of  export  can  never  be 
long  maintained  ;  and  that  contractions  are  sure 
to  occur  from  time  to  time.  In  those  cases  the 
extra  profits  could  not  be  invested  in  fresh  pro- 
duction save  at  a  loss  ;  whereas  to  invest  them 
abroad  would  always  mean  that  the  nation  as 
a  whole  reaped  a  profit  in  the  form  of  cheap 
supplies.  For  the  very  fact  that  foreign  nations 
are  owing  us  large  annual  simis  in  payment  of 
interest  and  freights,  over  and  above  the  return  of 
goods  for  goods,  means  that,  in  the  natural  opera- 
tion of  the  exchanges,  we  get  a  further  advantage. 
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The  creditor  country,  as  we  shall  see  later,  always 
gains  in  that  way  on  its  imports. 

§  8.     The  Financing  of  the  War. 

In  the  light  of  the  finance  of  the  World  War, 
however,  all  the  old  reasoning  against  '  export  of 
capital  '  has  been  put  to  silence.  Even  tariffists 
must  now  realise  that  it  was  our  immense  invest- 
ments of  capital  in  foreign  countries  that  alone 
enabled  us  to  bear  the  immense  financial  strain. 
When  in  the  earlier  years  of  the  war  huge  quantities 
of  munitions  had  to  be  bouglit  from  the  United 
States,  the  hundreds  of  millions  of  American  scrip 
owned  in  Britain  were  available,  in  the  hands  of  the 
Government,  for  the  balancing  of  the  transactions  : 
the  only  trouble  was  that  there  were  not  millions 
enough.  When,  again,  our  Government  had  to 
finance  its  allies  and  its  helpful  Dominions,  it  was 
only  by  means  of  British  investments  abroad  that 
the  transactions  could  be  carried  through.  Our 
foreign  investments,  to  begin  with,  had  been  made 
through  British  exports  and  British  shipping 
earnings.  But  in  war  time  exports  were  cut  down 
to  a  minimum,  and  our  shipping  was  soon  entirely 
required  for  our  own  urgent  needs.  Wc  could  not 
possibly  have  set  up,  during  the  war,  the  immense 
credits  needed  to  carry  it  on.  Only  the  credits 
already  created  by  many  years  of  profitable  foreign 
trade  enabled  us  to  hold  on.  Our  chief  financial 
and  industrial  trouble  now  is  that,  having  used  up 
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those  credits,  we  have  become  a  debtor  instead  of 
a  creditor  country,  and  are  faced  by  the  gravest 
difficulties  in  resuming  our  export  trade  at  our 
present  high  costs  of  production. 

Germany,  as  regards  the  war,  exhibits  the 
converse  case.  Her  foreign  trade,  by  reason  of  her 
protectionist  system,  had  been  carried  on  at  a 
much  lower  profit  than  ours.  It  would  be  broadly 
accurate  to  say  that  much  of  her  export  was  sold 
not  only  at  lower  prices  but  at  much  longer  credit 
{i.e.  longer  time  for  payment)  than  were  charged 
and  given  by  British  traders  ;  and  all  business 
men  know  that  such  long  credits  on  a  large  scale 
mean  a  larger  percentage  of  trade  loss.  Germany, 
accordingly,  was  a  much  less  wealthy  nation  ;  and 
though  she  had  no  such  immense  financial  burden 
to  shoulder  as  we  had  in  the  way  of  financing 
allies,  her  much  smaller  mass  of  foreign  credits 
made  her  quite  unable  to  defeat  us  as  she  otherwise 
might  by  out  buying  us  in  foreign  markets. 

In  so  far,  then,  as  finance  was  a  vital  factor  in 
the  winning  of  the  war,  the  success  of  Britain  and 
her  allies,  up  to  the  time  of  the  entrance  of  the 
United  States,  was  due  to  the  gains  which  had  been 
accumulated  by  our  nation  in  the  aggregate  under 
free  trade.  And  while  it  is  certainly  true  that 
finance  could  not  have  won  the  war  without  a  great 
naval  power,  to  say  nothing  of  the  immense  armies 
mobilised  by  the  British  Empire,  that  great  naval 
power  in  turn  rested  largely  upon  the  vast  mercan- 
tile marine  which  free  trade  had  evolved.   The  mere 
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figures  (above  set  forth)  of  its  expansion  in  the 
free  trade  period  give  the  proof.  The  plain  historic 
fact  is  that  not  merely  the  absolute  naval  power  of 
Britain,  but  her  power  relatively  to  other  nations, 
has  during  the  World  War  been  at  the  highest 
point  it  ever  reached  in  history. 

§  9.     Troubles  of  Recent  Tariffism. 

On  the  historic  side,  it  remains  to  compare  the 
protectionist  pictures  that  used  to  be  drawn  in 
this  country  of  trade  prosperity  in  Germany  and 
the  United  States  with  the  facts.  As  we  have  seen, 
those  countries  undoubtedly  made  great  industrial 
and  commercial  progress  under  their  tariffs.  With 
their  resources  and  their  intelligent  and  industrious 
populations  they  were  bound  to  do  so  in  compari- 
son with  countries  whose  natural  resources  were 
smaller  and  whose  peoples  were  in  general  less  well 
educated.  It  would  be  fair  to  say  of  the  German 
population,  too,  that  they  made  in  general  a 
thriftier  use  of  their  means  than  did  either  the 
British  or  the  American,  though  the  French  fully 
equalled  them  in  this  regard.  But  it  was  constantly 
affirmed  by  our  tariflists  that  Germany  aiul 
America  were  in  advance  of  Britain  both  in  steadi- 
ness of  employment  and  in  power  of  trade  expan- 
sion ;   and  neither  of  these  statements  was  true. 

In  regard  to  unemployment  the  allegation  was 
gratuitously  untrue.  No  industrial  country  has 
had    worse    spells    of    unemployment    than    the 
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higlily  protected  United  States  ;  and  they  were 
especially  noticeable  during  the  first  five  years  of 
the  British  tariftist  agitation  which  began  in  1903. 
It  "will  be  remembered  that  in  that  year  there  was 
put  in  circulation  an  American  announcement  to 
the  effect  that,  though  the  American  steel  trade, 
which  had  been  extremely  active,  was  falling  off, 
a  leading  director  of  the  Steel  Trust  declared  : 
"  We  are  not  going  to  blow  out  a  single  furnace. 
If  we  did  ...  we  should  have  to  turn  out  of  our 
works  into  the  streets  hundreds  of  thousands  of 
American  workmen  ;  therefore  what  we  are  going 
to  do  is  to  invade  foreign  markets."  The  prophecy 
was  diligently  repeated  in  this  country  ;  but  what 
actually  took  place  was  made  known  in  September, 
1904,  by  the  British  Commercial  Agent  in  the 
United  States.    His  report  ran  : — 

"As  is  generally  the  case  when  the  home  demand 
falls  off,  more  attention  has  been  paid  lately  to  export 
business,  and  great  endeavours  have  been  made  to  get 
rid  of  surplus  products  in  foreign  markets.  A  notable 
exception  has  been  the  manufacturers  of  iron  and  steel. 
Instead  of  continuing  their  works  to  the  full  extent 
and  depending  on  the  export  business  to  dispose  of 
their  surplus  and  thus  sustain  home  prices,  they  have 
to  a  larger  extent  than  usual  curtailed  production. ..." 

The  outcome  was  that  15,000  employees  of  the 
Steel  Trust  suffered  reductions  of  wages  ranging 
from  10  to  20  per  cent :  20,000  were  dismissed ;  and 
the  depression,  extending  to  railways  and  other 
industries,  threw  over  650,000  men  in  all  out  of 
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employment.  Such  a  collapse,  occurring  in  this 
country,  would  have  been  declared  by  tariffists  to 
prove  beyond  dispute  that  free  trade  was  highly 
injurious  to  our  industrial  prosperity.  Yet  the 
British  steel  trade  in  1904  maintained  the  1903 
figure  of  production  (5,034,000  and  5,027,000  tons 
respectively),  though  the  imports  of  German  and 
American  steel  had  increased  from  281,000  tons  in 
1902  to  522,706  tons  in  1904.  It  increased  its  own 
production  to  6,462,000  in  1906  ;  and  it  was  only 
through  a  new  and  great  depression  in  the  States 
that  it  afterwards  suffered  shrinkage. 

The  last  period  of  marked  depression  in  this 
country,  it  will  be  remembered,  was  in  1908.  This 
was  unquestionably  the  sequel  of  a  much  worse 
trade  depression  originating  in  the  United  States, 
where  it  was  ascribed  to  a  widespread  banking 
collapse.  Here  we  are  concerned  with  the  simple 
statistics  of  the  resulting  unemployment.  The 
figures  for  Britain  were  officially  derived  from  the 
returns  of  the  principal  trade  unions  ;  and  these 
showed  the  number  of  unemployed  in  December, 
1907,  to  be  61  per  1000,  and  in  February,  1908,  to 
be  64  per  1000  ;  that  is  6-1  and  6-4  per  cent 
respectively.  But  in  the  spring  of  1908  the  London 
Daily  Telegraph,  a  protectionist  journal,  published 
the  following  statement  from  its  New  York 
correspondent  : — 

"  In  December,  1906,  according  to  the  reports  of  the 
Department  of  Labour,  in  the  State  of  Nc>v  York  12-8 
per  cent   of   union   labour  was   unemployed,   but  in 
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December,  1907, 1  he  percentage  was  34-2.  Mr.  Herman 
Robinson,  general  organiser  of  the  American  Federa- 
tion of  Labour,  which  has  good  machinery  for  collecting 
statistics,  says  that  84-2  is  too  low,  and  declares  that  in 
New  York  City  on  1  April  at  least  40  per  cent  of  the 
members  of  the  labour  unions  were  unemployed." 

According  to  this  authority,  8,000.000  was  a 
moderate  estimate  of  the  number  of  unemployed 
in  the  United  States  at  that  date.  By  no 
estimate  was  the  unemployment  in  Britain  one 
sixth  of  that  amount,  in  about  half  the  popula- 
tion. 

Such  a  depression,  indeed,  in  so  great  an 
industrial  area  as  that  of  the  States,  inevitably 
affected  the  industry  of  Europe  ;  and  the  depres- 
sion spread.  But  it  w^as  felt  in  Germany  and 
France  still  more  than  in  Britain  ;  for  in  July  of 
1908  the  French  export  trade  in  textiles  was 
reported  as  practically  at  a  standstill ;  while  in 
Germany  the  coal,  iron,  and  building  trades 
suffered  severely.  In  August,  1908,  there  were 
101,300  men  out  of  work  in  Berlin  and  its  suburbs 
alone.  In  November  it  was  stated  in  a  debate  in 
the  German  Reichstag,  without  contradiction, 
that  the  average  annual  earnings  of  coalminers 
had  fallen  from  £57  to  £46  ;  and  that  the  un- 
employed had  increased  420,000  above  the  normal 
figures  among  trades  embracing  about  half  the 
w^orkers  of  Germany.  The  total  unemployment 
was  estimated  by  a  German  economist  at  780.000. 
In  the  Berlin  night  asylums,  at  the  same  period,  the 
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number  of  nightly  inmates  was  74,000  above  the 
figure  for  1907. 

Apart  from  direct  trade  depressions,  further, 
Germany  has  specially  suffered  in  the  persons  of 
the  workers  from  the  subtracting  effect  of  all  tariff 
systems.  Nowhere  has  the  increase  in  the  nominal 
wage  of  the  workers  been  so  nearly  balanced  by 
the  increase  in  cost  of  living.  The  fact  was  that 
despite  the  more  rapid  rise  for  a  time  of  money 
wages  in  Germany  than  here,  the  increase  in  real 
wages  was  less  ;  and  the  British  wage  more  than 
kept  up  its  superiority.  Forty  years  ago  Germany 
was  a  cheaper  country  than  England  to  live  in. 
This  has  long  ceased  to  be  the  case.  Where  3  marks 
in  Germany  used  to  buy  as  much  as  5s.  here,  in  1903 
it  took  6  marks  to  do  the  same,  and  afterwards 
still  more.  On  December  24th,  1909,  after  the 
special  trade  depression  of  the  previous  two  years 
had  passed  away,  the  Frankfurter  Zeitung  declared 
that  "  a  sadder  Christmas  Germany  has  scarcely 
ever  had  since  the  foundation  of  the  Empire.  .  .  . 
Owing  to  the  short-sightedness  of  the  people  who 
have  shaped  the  policy  of  the  Empire  during  recent 
years,  the  prices  of  the  necessaries  of  life  have 
reached  a  height  never  before  attained."  Such 
facts  arc  Iiabitually  ignored  in  the  popular  advocacy 
of  tariffism.  Countries  which  were  represented  as 
models  of  fiscal  sagacity  and  prosperity  were 
described  by  their  own  inhabitants  as  suffering 
acutely  from  their  fiscal  policy  in  the  main  matters 
of  daily  life. 
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The  fashion  in  which  the  tariff  system  burdened 
the  working  classes  in  Germany  may  be  gathered 
from  a  statement  pubhshed  in  1909  by  a  member 
of  the  Reichstag.    It  stated  that : 

"  During  the  year  1908  the  price  of  home  and 
imported  beasts  and  butchers'  meat  was  increased  by 
at  least  300  million  marks  [£15,000,000].  The  price 
of  home-grown  corn  was  increased  by  463  million 
marks,  and  of  imported  com  by  212  million  marks 
[together  £33,750,000].  In  1900,  wheat  cost  155-30 
marks  [£7  15s.  3d.]  per  1000  kilos  in  Berlin,  and  126-50 
marks  [£6  6s.  6d.]  in  London  :  in  1908  the  prices  were, 
in  Berhn,  211-20  marks  [£10  lis.  2d.],  and  in  London, 
150-20  marks  [£7  10s.  2d.].  Similarly  there  is  a 
serious  increase  in  the  prices  of  necessaries  through  the 
taxes  on  butter,  cheese,  eggs,  fruit,  honey,  etc.  ...  To 
these  taxes,  which  can  be  chiefly  traced  to  the  influence 
of  the  landed  proprietors,  must  be  added  the  equally 
grievous  revenue  taxes,  indirect  impositions  on 
material  commodities.  Germany  has  besides  a  salt  tax, 
which  brought  in  59  million  marks  [nearly  £3,000,000] 
in  the  year  1907." 

A  tax  on  salt  is  commonly  to  be  taken  as  part 
of  the  fiscal  policy  of  a  poor  country.  It  has  been 
reduced  even  in  India,  though  it  still  subsists 
in  tariffed  Italy.  It  was  an  appreciable  burden  in 
Germany  because,  as  is  remarked  by  the  writer 
just  quoted,  "  the  need  of  salt  is  the  greater  the 
less  meat  is  consumed  ;  but  owing  to  the  increased 
cost  of  meat,  vegetarian  food  predominates  among 
the  working  classes."  Further,  the  duty  on 
petroleum,  yielding  nearly  £4,000,000,  increased 
the  cost  of  lighting  with  lamps  by  63  per  cent ; 
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and  this  fell  mainly  on  the  poorer  workers,  with 
incomes  between  £40  and  £60.  Such  was  the 
state  of  matters  during  a  year  of  severe  trade 
depression  ;  and  in  1909  fresh  duties  were  imposed 
on  articles  of  popular  consumption  to  the  extent 
of  £15,000,000,  while  the  sugar  duty  of  £2,750,000 
was  retained,  though  its  diminution  had  been 
promised.  At  the  same  period  in  Britain,  the 
simple  retention  of  tea  and  sugar  duties  was  much 
resented,  though  Old  Age  Pensions  had  just  been 
established. 

As  to  the  condition  of  particular  German 
industries,  we  have  from  the  Reichstag  member 
the  statement  that 

"  There  are  about  200,000  men  and  women  engaged 
in  the  tobacco  industry.  Their  wages  are  pitiful. 
According  to  the  official  statistics  their  average 
wage  is  601  marks  [£30]  a  year.  Only  a  small  portion 
of  them  live  in  the  larger  towns.  They  arc  for  the 
most  part  engaged  in  the  country  towns  and  villages. 
Home  work  ...  is  common.  The  villages  of  tobacco- 
workers  arc  terrible  breeding-grounds  of  tuberculosis. 
With  these  distressing  wages  the  mode  of  living  is  low. 
The  result  of  improper  nourishment  shows  itself  in  the 
failing  power  to  withstand  the  germs  of  phthisis. 
Seventy-five  per  cent  of  the  tobacco-workers  are  con- 
sumptive. ...  As  the  result  of  the  increase  in  the 
[tobacco]  duty  there  was  an  immediate  fall  in  the 
consumption  of  the  cheaper  kinds  of  cigars.  At  least 
10,000  workers  are  already  now  out  of  employment." 

At  that  period,  it  will  be  remembered,  the  con- 
sumption    of     horse-flesh     among     the     German 
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workers  was  on  tlie  increase,  as  proved  even  by 
figures  adduced  by  tarilTists  to  prove  the  contrary. 
On  December  25,  1909,  the  English  journal  Milling 
pointed  out  that  the  price  of  wheaten  bread  in 
Germany  was  almost  prohibitive  even  for  the 
lower  middle  classes.  They  had  to  use  a  mixture 
of  rye  and  wheat  which  sold  at  about  lOd.  the  4lb. 
loaf.  In  Italy,  at  the  same  time,  as  a  result  of  the 
protection  of  the  beet  sugar  industry,  the  retail 
price  of  sugar  of  a  poor  quality  was  8d.  per  lb.,  and 
the  Italians  were  unable  to  preserve  their  own 
fruit — an  industry  much  better  suited  to  their 
country  than  the  growing  of  beetroot,  for  which 
its  climate  is  unfitted.  England,  with  much 
inferior  advantages  for  fruit  growing,  imported 
both  foreign  fruit  and  sugar  and  sustained  a  larger 
industry  by  '  preserving '  them.  But  the  protection 
of  the  beet-sugar  industry  was  one  of  the  concessions 
to  the  landowning  interest  made  necessary  by  the 
policy  of  protecting  manufactures.  It  is  the 
natural  consequence  of  protecting  one  set  of 
industries  that  all  the  others  capable  of  protection 
demand  it  in  turn. 

A  notable  result  of  this  tendency  has  been  seen 
in  the  United  States,  where,  though  it  was  im- 
possible to  protect  the  farmers  as  regards  corn, 
which  the  States  rarely  needed  to  import,  it  was 
possible  to  protect  them  by  a  duty  on  imported 
wool.  Being  so  heavily  burdened  by  high  pro- 
tective prices  for  all  the  manufactures  they  had  to 
buy,  they  could  not  be  refused  protection  on  their 
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wool.  The  result  has  been  that  woollen  clothing 
before  the  war  was  from  two  to  three  times  dearer 
than  in  Britain  ;  with  the  result  that  even  the 
well-paid  workers  in  general  could  not  afford 
woollen  clothing ;  and  the  great  mass  of  the 
American  people  have  to  wear  either  cottons  or  a 
mixture  of  cotton  and  wool — a  species  of  artificial 
poverty  entirely  due  to  the  tariff. 

As  regards  steadiness  of  export  trade,  it  is  not 
disputed  that  the  great  cotton  industry  of  Britain 
has  continued  to  distance  all  foreign  competition. 
The  broad  facts  in  1909,  as  set  forth  by  Professor 
Chapman,  of  Manchester,  were  that  the  aggregate 
cost  of  erection  worked  out  in  Britain  at  25s. 
per  spindle  ;  in  France  at  35s.  ;  in  Germany  at  87s. ; 
and  in  the  United  States  at  50s.  On  this  footing, 
Britain  had  53  millions  of  the  130  million  spindles 
of  the  world  ;  the  United  States  (the  great  cotton 
producer)  only  27,846,000  ;  Germany,  10  millions  ; 
and  France,  62  millions.  Yet  Germany  had  been  in 
the  cotton  business  long  before  the  day  of  the 
Bismarck  tariff.  If  it  be  replied  once  more  that 
Britain  has  special  climatic  advantages  for  cotton 
working,  let  us  turn  to  the  woollen  trade,  as  to 
which  no  such  advantages  are  alleged,  and  which  in 
the  days  of  Britisli  protection  was  with  us  chroni- 
cally distressed.  In  1913  the  Board  of  Trade  gave 
these  figures  of  the  woollen  goods  expoit  trade  of 
Britain,  France,  and  Germany  in  the  years  1903 
and  1912  respectively  : — 
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Country  from  which 

exported.  1903.  1912. 

United  Kingdom    £15,900,000      .  .   £26,100,000 

France     8,700,000      .  .       7,700,000 

Gevmany     12,000,000      .  .     12,500,000 

It  will  thus  be  seen  that,  while  France  had  actually 
gone  down  and  Germany  only  increased  by  half  a 
million  under  protection,  the  United  Kingdom,  under 
free  trade,  had  increased  its  woollen  exports  by  over 
£10,000,000. 

This  is  the  record  of  a  time  when  the  general 
trade  of  the  world  had  recovered  from  the  depres- 
sion of  1907-9.  The  years  1910-13  were  nearly 
everywhere  noted  as  those  of  the  greatest  volume 
of  trade  ever  known.  But  the  heavily  tariffed 
United  States  had  in  that  period  no  pretence  to 
make  of  special  well-being.  The  '  Annual  Financial 
Review  '  of  The  Times,  published  on  22nd  January, 
1912,  may  be  thus  summarised  as  regards  the 
United  States  : — 

1.  The  volume  of  trade,  for  ten  months  of  the 
year  1911,  was  a  '  record.' 

2.  The  proportion  of  manufactured  goods  in  the 
total  exports  had  risen  from  15  per  cent  in  1880 
to  45  in  1910. 

3.  Canadian  exports  to  the  States  had  fallen 
6-3  million  dollars  for  the  ten  months  to  October. 

4.  The  United  States  exports  to  Canada  had 
risen  48  million  dollars. 

5.  There  had  been  a  decrease  of  imports  from  all 
the  principal  countries  save  the  Netherlands, 
Russia,  Japan,  and  India. 
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6.  "  Measured  from  the  standpoint  of  profit,  the 
year  1911  has  been  a  sore  disappointment," 
especially  in  the  West. 

7.  The  cotton  industry  had  been  "  completely 
disorganised  for  months,"  owing,  it  was  explained, 
to  the  high  prices  of  raw  cotton. 

8.  The  iron  and  steel  industry  "  came  almost  to 
a  standstill  for  a  considerable  length  of  time." 

9.  "  Prices  of  commodities,  especially  foods, 
were  extremely  high." 

10.  "  Wages  have  not  moved  in  comparison  xvith 
the  cost  of  living.'' — (Chicago  report). 

11.  "  Widespread  labour  unrest  was  one  of  the 
conspicuous  features  of  the  year." 

12.  There  had  been  more  Federal  prosecutions 
and  investigations  of  Trusts  than  in  any  previous 
year. 

13.  "  The  movement  for  lower  duties  is  stronger 
than  ever." 

This  survey,  be  it  remembered,  was  given  by  the 
leading  tariffist  journal  in  England.  Could  any 
similar  statement  have  been  made  of  the  position 
of  industry  in  this  country,  the  fitness  of  its  free 
trade  policy  might  well  have  been  challenged  ;  but 
the  British  tariffist  propaganda  went  on  as  usual, 
though  the  American  record  expressly  exhibited 
the  fallacy  of  all  the  main  lines  of  tariff  theory. 
The  great  decrease  in  imports,  and  in  particular 
the  fall  in  imports  from  Canada,  with  a  great 
increase  in  exports  thither,  was  from  the  ordinary 
tariffist  standpoint  a  great  national  gain  ;   whereas 
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the  year  had  been  "  a  sore  disappointment  "  as  to 
profits.  In  point  of  fact  the  reduced  imports 
meant  reduction  of  profits.  Profit  could  come  only 
in  the  shape  of  imports,  and  the  tariff  policy  as 
far  as  possible  shut  it  out,  and  taxed  what  came. 
Naturally  "  the  movement  for  lower  duties  was 
stronger  than  ever " — a  fact  in  the  pre-war 
history  of  fiscal  policy  which  ought  not  to  be 
forgotten  in  Britain  now  that  the  war  is  over  and 
a  tariff  policy  is  understood  to  be  in  contemplation. 
In  Germany  and  the  States  the  disposition  appears 
to  be  the  other  way. 

It  should  be  noted  in  this  connection  that  there 
have  been  far  more  '  ruined  industries  '  in  Germany 
and  the  States  under  protection  than  in  Britain 
under  free  trade.  In  Germany  there  was  waged  for 
years  a  fierce  struggle  between  '  composite  '  and 
'  simple  '  concerns  in  the  iron  and  steel  industries 
— that  is,  between  undertakings  which  combined 
early  and  late  stages  of  production  and  those  which 
adhered  either  to  extracting  the  raw  material  or  to 
working  it  up.  In  that  struggle  many  concerns 
were  put  out  of  action.  In  the  States,  again,  a 
normal  result  of  increased  protection  to  any  one 
industry  is  the  attraction  to  it  of  extra  capital, 
leading  to  excessive  competition  which  is  cured  by 
setting  up  a  '  trust '  or  syndicate.  Of  that  the 
method  of  operation  is  to  buy  out  or  '  kill  out ' 
(by  systematic  underselling)  all  producers  in  the 
given  industry  who  will  not  undertake  to  restrict 
output  and  keep  up  prices.    Thus  the  '  ca'  canny  ' 
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policy  which  in  Britain  is  charged  against  some 
trade  unions  is  in  the  States,  in  effect,  practised  by 
combinations  of  manufacturers  for  their  private 
profit. 

Under  this  system  many  factories  pass  out  of 
existence.  As  their  owners  are  not  always  ruined, 
and  frequently  make  larger  incomes  by  not  working 
their  mills  than  they  ever  made  by  working  them, 
they  cannot  be  said  to  be  ruined.  But  the  closed 
factories  as  such  are  ruined  from  the  standpoint 
of  British  tariffist  propaganda  ;  and  it  is  unneces- 
sary to  point  out  that  this  policy  is  not  conducive 
to  employment.  It  is  not  surprising  that  under 
all  the  circumstances  "  the  movement  for  lower 
duties "  (before  the  war)  was  "  stronger  than 
ever."  Both  in  Germany  and  the  United  States, 
for  years  before  the  war,  an  ever-increasing  number 
of  voters  were  thus  declaring  that  '  protective  ' 
import  duties  were  intolerably  burdensome  to  the 
ordinary  consumer.  In  Germany  the  protest  was 
against  the  food  duties.  In  the  United  States  it 
was  against  high  import  duties  in  general.  All 
this  is  easily  intelligible  when  we  note  that  the  cost 
of  living,  which  (taking  the  figures  for  1900  as  =  100) 
had  risen  in  Britain,  in  1912,  to  115,  had  in  the 
same  period  risen  in  Germany  to  130  ;  and  in  the 
United  States  to  189. 

Much  of  the  agitation  for  a  change  of  fiscal 
policy  in  our  own  country  before  the  war  was  due 
to  a  vague  belief,  arising  partly  out  of  the  general 
spectacle  of  American  prosperity  and  the  quick 
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absorption  there  of  much  European  population, 
that  in  the  United  States  life  was  easier  for  every 
one  than  in  Britain.  The  simple  fact  that  millions 
of  emigrants  had  gone  to  the  States  from  tariffed 
countries  in  Europe  as  well  as  from  our  o^vn  ought 
to  have  prevented  the  hasty  inference  that  a  tariff 
system  could  set  up  anywhere  the  conditions  of 
well-being  assumed  to  exist  overseas.  But  not  only 
was  that  inference  unwarranted  from  the  facts 
even  as  believed  :  the  supposed  facts  were  them- 
selves illusor}^  pictures  of  the  actual  state  of  things. 
Not  only  have  industrial  evils  in  the  States  during 
the  past  generation  been  as  grave  as  anywhere  ; 
not  only  did  child  labour  and  long  working-hours 
remain  a  reproach  to  their  tariff -protected  industry 
until  very  recently  :  the  general  strain  of  life  under 
it  has  been  made  clear  by  testimonies  which  were 
not  directed  against  tariff  policy  in  particular,  and 
may  therefore  be  taken  as  impartial  for  the  pur- 
poses of  our  inquiry.  Take  for  instance  this 
account  of  the  life  prospect  before  the  average 
American  citizen  : — 

"If  he  chooses  a  commercial  career,  he  sees  but 
small  chance  for  a  man  of  no  means  or  of  only 
moderate  means  to  engage  in  any  pursuit  with  reason- 
able hope  of  success.  Statisticians  of  repute  tell  him 
that  of  all  business  enterprises  undertaken  95  per  cent, 
ultimately  fail.  ...  If  he  turns  from  professional  and 
commercial  prospects  to  till  the  soil,  he  is  met,  where 
farming  is  most  profitable,  by  a  demand  for  approxi- 
mately one-half  of  all  he  can  earn,  one  year  with 
another.  ...  If  a  man  in  middle  life  has  a  profession, 
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he  sees  the  field  becoming  crowded  with  young  men 
just  out  of  school  ;  and  while  these  competitors  them- 
selves scarcely  live,  they  secure  business  enough  to  cut 
down  his  income,  or  at  least  to  prevent  it  from  increas- 
ing as  formerly.  If  he  is  a  merchant,  he  sees  his  trade 
gradually  dwindling  away  because  of  the  department 
store  and  the  mail  order  house.  ...  If  he  is  a  small 
manufacturer,  he  sees  himself  giving  way  little  by 
little  before  the  merciless  competition  of  the  trust. 
If  a  tenant  farmer,  he  sees  his  rents  rising  year  by  year, 
while  the  increase  in  the  price  of  lands  makes  it  more 
difficult  for  him  to  secure  even  a  small  farm  of  his  own. 
If  he  is  a  wage-earner,  he  realises  that  his  position 
becomes  more  precarious  every  day,  and  that  to  lose 
his  employment  is  a  calamity  most  fearful  for  himself 
and  those  dependent  upon  him  to  contemplate.  .  .  . 
In  the  economy  of  the  present  day  there  is  no  place  for 
the  old  man."  ^ 

In  England,  such  an  account  of  things  would 
have  been  used  by  tariflfists  as  justifying  their 
demand  for  a  change  of  fiscal  policy. 

Finally,  the  economists  of  the  United  States 
were  pointing  out  for  years  before  the  war  that 
one  effect  of  their  tariff  system  was  to  cause  an 
alarmingly  rapid  rate  of  exhaustion  in  the  great 
national  asset  of  iron  ore.  American  protective 
duties  are  laid  not  only  upon  manufactures  in  the 
natural  sense  of  the  term  but  upon  semi-manu- 
factures like  pig  iron  and  steel  bars,  nay,  even  upon 
raw  wool — a  perfectly  logical  application  of  the 
protectionist  principle.     Of  the  increasing  export 

*  O.  R.  Trowbridge,  BiaociaUsm  :  the  Reign  oj  the  Man  at  the 
Margin,  Moody  Publishing  Co.,  1903,  pp.  13-15. 


114  FREE  TRADE 

of  American  '  manufactures,'  steel  formed  a  large 
part.  Now,  the  home  consumption  of  steel  in  the 
States  is  very  great,  many  of  the  newer  cities  being 
largely  built  on  steel  frames.  Thus  a  rapidly 
increasing  export  and  a  rapidly  increasing  con- 
sumption togetlier  were  using  up  the  iron  ores  so 
rapidly  that  it  was  calculated  that  at  that  rate 
some  seventy  years  would  be  sufficient  to  exhaust 
the  known  ore  in  the  earth  in  the  United  States. 

The  remedy  proposed  by  the  American  econo- 
mists was  to  encourage,  rather  than  exclude  by 
heavy  duties,  the  importation  of  iron  and  steel  from 
other  countries.  Seeing  that  the  States  had 
already  suffered  considerably  from  the  rapid  and 
heedless  exhaustion  of  their  originally  immense 
supply  of  timber,  the  prospect  of  a  similar  trouble 
in  the  matter  of  iron — a  trouble  which  could  not  be 
cured  as  the  shortage  of  timber  is  being  cured  by 
re-planting — naturalh^  impressed  all  thoughtful 
American  citizens.  Thus  the  American  population 
were  year  by  year  growing  more  doubtful  of  the 
advantage  of  their  burdensome  tariff  system, 
despite  their  unequalled  natural  resources,  while 
a  section  of  the  manufacturers  in  Britain  were 
striving  to  persuade  the  British  people  that  they 
would  gain  by  a  policy  of  taxing  imports  in  general. 


CHAPTER  VI 

'  THE    "  GO  "    OF    THE    THING' 

rjlHUS  far  we  have  tested  the  pleas  for  fiscal 
J-  protection  partly  by  argument  and  largely 
by  the  facts  of  industrial  and  commercial  experi- 
ence ;  and  we  have  seen  either  directly  or  in- 
directly the  weakness  of  the  various  pleas  for 
tariffs  noted  at  the  outset  of  the  fourth  chapter. 
They  may  now  be  thus  concisely  answered  : — 

1.  Industries  which  obtain  protection  on  the 
plea  that  they  need  it  to  give  them  a  start,  never 
surrender  it  save  under  compulsion. 

2.  '  Cheap  labour  '  is  actually  declared  by  the 
advocates  of  tariffs  themselves  to  be  common  in 
the  countries  which  are  protected  by  tariffs.  And 
this  is  true,  though  they  cannot  see  the  point  of 
their  own  avowal. 

3.  Unemployment,  so  far  from  being  prevented 
by  tariffs,  occurs  on  the  largest  scale  in  tariffed 
countries  ;  and  trade  depressioias  normally  begin 
there.  In  Britain,  under  free  trade,  they  usually 
arrive  last  and  pass  away  soonest.  It  was  so  in 
1908-9,    War,  of  course,  is  another  matter, 

4.  Import  duties,  if  they  ever  make  the  foreigner 
pay  in  the  sense  of  slightly  reducing  his  profits,  do 
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nothing  in  that  case  to  prevent  unemployment ; 
and  they  make  the  home  consumer  pay  many 
times  more  than  the  foreigner  ever  does. 

5.  The  fear  of  the  drawing  away  of  gold  is  found 
to  be  baseless  on  an  examination  of  the  facts.  No 
country  can  be  so  denuded,  and  Britain  in  every 
decade  imports  more  gold  than  it  exports. 

6.  '  Hitting  back '  merely  recoils  on  the  nation. 
It  only  makes  our  own  consumers  pay  higher 
prices  ;  and  the  home  manufacturer  pockets  far 
more  than  the  State  does  from  import  duties. 

7.  RetaUation  obviously  does  not  restrain  tariffs. 
No  nation,  broadly  speaking,  is  moved  by  hostile 
duties  to  remove  its  own.  It  is  its  own  experience 
of  its  own  import  duties  (as  in  Germany  and  the 
United  States)  that  moves  it  towards  reduction. 
At  most  a  nation  may  be  moved  by  the  threat  of  a 
high  tariff  on  some  of  its  exports  to  abstain  from 
raising  its  own  tariff  against  some  goods  from  a 
country  which  hitherto  has  bought  those  exports. 
But  generally  speaking  tariffs  only  evoke  tariffs. 
It  was  the  old  American  tariff  against  Canada  that 
made  the  Canadians  refuse,  a  few  years  before  the 
war,  to  meet  the  American  offer  of  a  new  '  reci- 
procity '  arrangement. 

8.  The  fear,  largely  ill-founded,  of  having 
manufactures  *  killed  '  by  deliberate  foreign  under- 
selling, cannot  be  removed  by  a  protective  tariff.  The 
United  States  have  one  of  the  highest  protective 
tariffs  in  the  world j  yet  so  lately  as  1916  they 
passed  an  Act  '  to  increase  the  Revenue  and  for 
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other  purposes,'  in  wliich  there  was  a  special  set  of 
provisions  against  so-called  '  unfair  competition.'  A 
tariff,  then,  will  not  prevent  what  is  called  unfair 
competition.  [The  whole  question  is  specially 
considered  in  our  later  chapter  dealing  with 
'  dumping.'] 

9.  The  question  of  safeguarding  military  in- 
dustries is  also  specially  considered  in  a  later 
chapter,  where  it  will  be  seen  that  a  tariff  is  the 
worst  possible  way  of  doing  what  is  proposed, 
supposing  anything  of  the  kind  to  be  necessary. 

It  remains  further  to  make  clear  the  reasons 
why  tariffs  thus  fail  to  realise  what  they  promise, 
and  why  better  results  have  been  and  will  be 
attained  in  our  own  country  under  free  trade  than 
can  possibly  be  secured  by  a  tariff.  When  we  say 
'  in  our  own  country  '  it  is  not  meant  that  free 
trade  is  not  good  for  every  country.  In  every 
tariffed  country,  as  a  matter  of  fact,  there  are  free 
traders  who  are  convinced  that  free  trade  would  be 
better  for  their  own  country  than  the  tariff  system 
under  which  they  live.  But  it  is  still  true  that  a 
vast  count r}-  like  the  United  States,  with  enormous 
material  resources  and  a  huge  area  of  undeveloped 
or  half-developed  land,  does  not  suffer  from  import 
duties  as  ours  did  in  the  past,  and  Avould  do  again  if 
they  were  again  imposed.  That  it  does  suffer  we 
have  seen  ;  and  much  of  the  explanation  can  be 
gathered  from  th(;  simi)Ie  fact  that  some  years 
before  the  war  bread  could  be  baked  heic  from 
American  wheat  and,  after  bearing  the  charge  of 
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freighting  that  wheat  across  the  Atlantic,  could 
be  sold  here  for  6d.  per  4  lb.,  while  the  same 
quantity  of  bread  in  the  States  cost  at  least  Is. 
Evidently  much  of  the  natural  advantage  of  the 
American  resources  slipped  through  the  fingers  of 
the  American  worker.  But  the  constant  expansion 
of  the  American  industrial  field  made  it  possible 
for  the  population  there  still  to  live  in  fair 
comfort ;  whereas  a  similar  policy  here  would  throw 
us  back  into  the  shallows  and  miseries  of  the 
protectionist  period.  It  is  important  to  grasp 
the  reason  why. 

During  the  war,  when  special  measures  had  to  be 
taken  to  increase  the  agricultural  output  of  our 
islands,  there  has  naturally  been  some  revival  of 
the  old  feeling  that  the  country  ought  to  be  made 
self -feeding ;  and  though  the  plain  incapacity 
even  of  protected  Germany  to  feed  herself  during 
the  war  must  convince  practical  people  that  that 
would  be  a  vain  undertaking,  there  is  still  a  con- 
siderable leaning,  especially  among  agriculturists, 
to  the  view  that  at  least  a  great  deal  more  food 
ought  to  be  raised  from  our  soil  than  was  got  from 
it  before  the  war  ;  and  that  therefore  we  ought  to 
revert  to  the  old  policy  of  taxing  food  (or  at  least 
corn)  imports,  on  some  such  lines  as  were  laid  out 
by  Mr.  Chamberlain  in  1903.  It  is  so  clearly 
desirable,  and  possible,  to  increase  our  food  output, 
that  the  proposal  to  do  it  by  protective  duties  is 
apt  to  make  a  wide  appeal,  even  though  the 
Government  has  expressly  declared  that  such  a 
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policy  is  inadmissible  in  a  time  of  oppressively 
high  food  prices.  The  answer  of  economic  science 
to  the  appeal,  however,  is  that  while  much 
certainly  can  and  should  be  done  in  the  way  of 
increasing  the  yield  of  the  land — whether  by  a 
carefull}^  planned  scheme  of  taxation,  with  security 
of  tenure  to  competent  farmers,  or  by  diffusion 
of  agricultural  science — the  plan  of  securing  the 
desired  result  by  import  duties  would  be  abso- 
lutely ruinous  to  many  British  industries,  and  by 
consequence  to  both  the  maritime  and  the  financial 
strength  of  the  country. 

The  avowed  motive  for  agricultural  protection 
is  fear  of  the  risks  that  would  attend  another  war. 
But  the  plan  itself  would  be  a  source  of  deadly 
weakness  if  unhappily  another  great  war  should 
come.  What  are  the  proper  measures  for  guarding 
the  world  against  such  a  calamity  is  not  a  question 
properly  to  be  discussed  in  this  book.  But  it  is 
fitting  to  say  that  if  civilisation  is  to  go  on  under 
the  fear  of  a  speedy  repetition  of  the  terrible 
experience  of  the  past  five  years,  our  policy  must 
liave  regard  to  all  the  main  considerations  and  not 
merely  to  one,  detached  from  the  rest.  A  partially 
self-feeding  Britain  may  conceiva1)ly  go  througli 
another  such  ordeal,  i]i  whatsoever  state  she  miglit 
emerge  from  it.  But  a  Britain  previously  deprived 
of  her  mercantile  marine  basis  and  of  her  sources 
(»r  financial  power  could  emerge  in  only  one  way. 
She  would  be  broken. 

Let    us    then    realise    how    marine    power    and 
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tiuaiicial  strength  alike  rest  upon  the  continuance 
of  the  maximum  possible  international  trade. 

The  great  staple  manufacturing  export  trades  of 
Britain  are  cottons,  woollens,  chemicals,  iron  and 
steel  and  products  thereof,  machinery  including 
cutlery  and  ships ;  and  all  of  these  industries  have 
also  a  more  or  less  great  home  market.  Of  iron  and 
steel  and  forms  thereof,  with  machinery  and 
cutlery,  the  total  export  in  1893  was  £39,000,000. 
In  1913  it  had  reached  £94,000,000,  machinery 
(non-electrical)  alone  reaching  £37,000,000  ;  while 
new  ships  were  sold  to  the  value  of  £11,000,000  ; 
and  the  exports  of  carriages,  motor-cars,  and 
cycles  increased  from  £3-6  millions  in  1902  to 
£7-7  millions  in  1907  and  £11-3  millions  in  1913. 
Exports  of  chemicals,  which  in  1902  stood 
at  £12,750,000,  had  in  1913  reached  almost 
£21,000,000.  All  this  was  surpassed  by  the 
expansion  of  the  great  cotton  trade,  of  which 
the  exports  rose  from  £72,000,000  in  1902  to 
£127,000,000  in  1913.  The  progress  of  the  woollen 
trade  has  been  noted  above,  taking  its  manu- 
factured exports  in  comparison  with  those  of 
France  and  Germany.  If  we  take  the  gross  export, 
including  tops  and  yarns,  we  find  the  totals  to 
have  risen  from  £22,500,000  in  1902  to  £37,500,000 
in|^1913.  It  may  be  added  that  the  exports  of 
apparel  of  all  kinds  had  risen  from  £9,500,000  in 
1902  to  £16,500,000  in  1913  ;  boots  and  shoes 
alone  having  increased  from  under  £2,000,000  in 
1902  to  over  £4,000,000  in  1913. 
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Of  our  total  exports  of  British  raw  materials 
and  fuel,  which  rose  from  £35,000,000  in  1902  to 
nearly  £70,000,000  in  1918,  the  bulk  was  repre- 
sented by  coal,  of  wjiich  the  export  values  had 
risen  from  £26,000,000  in  1902  to  £50,000,000  in 
1913. 

Of  our  total  imports  of  £768,000,000  in  1913, 
£290,000,000  worth  eonsi.sted  of  food,  drink,  and 
tobacco,  and  £281,000,000  worth  consisted  of  raw 
materials  and  articles  mainly  unmanufactured  ; 
leaving  £197,000,000  worth  to  be  accounted  for  as 
'  articles  wholly  or  mainly  manufactured.'  These 
totals  were  the  '  record  '  value  of  imports  in  any 
year.  This  maximum  value  of  '  manufactured  ' 
imports  was  coincident  with  a  minimum  rate  of 
unemployment,  and  with  the  '  record '  total  of 
exports  of  British  produce — £525,000,000  as  against 
the  £283,000,000  of  1902.  At  the  same  time, 
however,  the  re-exports  of  foreign  and  colonial 
produce  had  increased  from  £65,750,000  in  1902  to 
£109,500,000  in  1913.  The  net  excess  of  imports 
over  exports  was  thus  only  £134,000,000  in 
1913. 

Not  many  years  ago,  there  were  even  prominent 
public  men  who  held  that  such  a  siu'plus  of 
imports  over  exports  meant  the  '  drawing  away  ' 
of  gold,  which  had  to  go  to  pay  the  balance.  It  is 
therefore  .still  necessary  to  i-citcrate  to  '  the  man  in 
the  street  '  that  no  such  draining  away  of  gold  ever 
does  or  ever  can  take  place  ;  firstly  because  there 
is  not  nearly  so  much  loose  gold  in  the  country  at 
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an\'  given  moment  as  would  be  required  ;  secondly, 
because  even  the  withdrawal  ol"  £20,000,000  of 
gold  would  cause  a  shortage,  raising  the  Bank  rate 
of  discount,  with  the  effect  of  bringing  the  gold 
back.  For  '  the  foreigner  '  (that  is,  foreign  nations 
in  general)  has  no  more  wish  or  need  for  surplus 
gold  than  we.  Gold  everywhere  is  for  the  com- 
munity at  large  a  simple  instrument  of  exchange, 
mentally  facilitating  the  movement  of  things  sold 
as  wheels  facilitate  their  physical  transfer.  The 
great  machinery  of  bills  and  cheques  represents  a 
much  greater  development  of  the  mental  machinery 
of  exchange  ;  and  gold  to-day  is  used,  and  is 
needed  (as  apart  from  its  use  in  the  arts  and  in 
jewelry)  only  to  the  extent  to  which  people  still 
come  short  of  settling  their  accounts  by  cheques 
and  bills.  Should  paper  money  be  everywliere 
safely  established,  the  world  could  do  its  business 
perfectly  well  without  a  single  gold  coin. 

As  regards  the  movement  of  gold  between 
country  and  country,  a  glance  into  the  tables  of 
annual  export  and  import  of  bullioii  during  any 
long  series  of  years  will  show  that  as  a  simple  matter 
of  fact  our  own  country,  while  dealing  largely  in  the 
gold  that  comes  from  South  Africa,  keeps  from 
decade  to  decade  more  gold  than  it  sends  out. 
The  notion  of  squaring  great  international  balances 
by  gold  payments,  then,  is  piu'e  delusion.  The 
only  balancing  that  goes  on  is  the  small  amount  of 
going  and  coming  of  gold  in  the  hands  of  the 
special  dealers  according  as  they  can  make  a  small 


'  THE  GO  OF  THE  THING  '  123 

percentage  in  the  different  markets  on  the  ups  and 
downs  of  exchange. 

Once  more,  then,  the  £134,000,000  of  excess  of 
imports  over  exports  in  1913  was  national  gain. 
It  was  made  up  of  traders'  profits  on  that  year's 
trade,  earnings  of  British  shipping,  interest  on 
British  investments  abroad,  and  payments  for 
banking  and  insurance  and  other  services.  Tlicsc 
receipts  could  not  come  in  gold,  as  they  could  not 
be  paid  for  in  gold.  Even  £20.000,000  of  extra 
gold  would  make  a  glut  iji  our  gold  market,  and 
would  just  go  out  again,  with  the  result  of  brijiging 
in  goods  instead.  If  wc  as  a  nation  arc  to  be  })aid 
at  all  in  our  foreign  trade,  wc  must  be  mainly  paid 
in  goods  that  our  people  are  prepared  to  buy.  At  tliis 
point,  however,  the  more  intelligent  tariffist  inter- 
venes to  comment  :  "  Yes,  but  tJiey  sJiould  not  l)e 
allowed  to  buy  foreign-made  goods  whicli  might 
be  made  at  home.  Put  prohibitive  taxes  on  those 
tilings,  and  our  people  will  have  to  buy  instead 
raw  materials  which  will  be  used  up  in  making 
goods  that  will  be  l)ought  in  the  home  market." 

Here  we  liavc  the  terms  of  debate  in  a  mit- 
shell  ;  and  our  first  business  is  to  ask.  Is  the 
prediction  true  ?  As  regards  1013,  it  is  clearly 
astray  at  the  start,  for  all  our  industries  were  tlien 
in  full  swing  ;  and  there  was  simply  not  com- 
petent labour  eiiough  to  manufacture  much  more 
than  we  were  doing.  If  tlie  prediction  is  to  be 
discussed  at  all  it  nmst  take  the  sliape  of  a  pica 
that  trade  would  liave  fallen  awav  soon,  even  if 


124  FREE  TRADE 

there  had  been  no  war,  and  that  then  there  would 
be  unemployment,  which  could  ))©  cured  by  keep- 
ing out  foreign  goods  of  kinds  capable  of  being 
made  here.  This  elicits  the  further  questions : 
(1)  How  can  you  make  sure  of  singling  out  the 
kind  of  imports  which  would  be  made  at  home  if 
the  foreign  article  were  taxed  ?  (2)  How  do  you 
know  that  the  foreign  article  will  not  still  be 
bought  at  an  enhanced  price,  in  which  case  the 
home  industr}-  will  gain  nothing  ?  (3)  How  do  you 
know  that  raw  materials  will  be  bought  instead  of 
the  goods  objected  to  ?  (4)  Are  you  prepared  to 
make  your  duty  high  enough  to  keep  out  the 
penalised  goods  ?  If  so,  why  not  expressly  say  so, 
when  the  usual  tariffist  plea  is  for  a  tariff  of 
10  per  cent  ?  (5)  How  do  you  know  that,  even  if 
you  succeed  in  excluding  the  goods  you  tax,  goods 
will  come  in  at  all  in  place  of  them  ?  (6)  Your 
friends  have  often  told  us  that  it  is  a  bad  thing  for 
us  as  a  nation  that  our  capital  should  be  invested 
abroad.  Has  it  not  occurred  to  you  that,  as  tariffed 
countries  have  already  found,  to  tax  imports  is  a 
way  to  encourage,  nay,  even  to  force,  our  traders 
to  leave  more  of  their  profits  abroad  for  invest- 
ment ?  (7)  What  then  is  going  to  happen  in  the 
end  ?  Do  you  suppose  you  can  force  hither  raw 
material  which  our  manufacturers  cannot  use  at  a 
profit  ;  and  if  they  can  so  use  it,  do  you  think  they 
need  any  driving  to  make  them  buy  it  ? 

The    reasoned    protectionist    case    would    seem 
now  to  be  compelled  to  take  this  definite  form  : 
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"  If  by  a  high  duty  we  can  keep  out  (say)  American 
boots  or  French  silks  or  woollens,  our  consumers 
will  be  compelled  to  buy  English  boots  and 
woollens  instead  ;  and  in  that  case  we  shall  import, 
instead  of  the  boots  and  stuffs,  more  leather  and 
more  wool,  and  provide  more  work  [it  may  be,  next 
year]  for  our  bootmakers  and  wool -workers.  If  the 
duties  we  put  on  do  not  prove  to  be  high  enough, 
we  can  make  them  higher.  But  confessedly  duties 
do  tend  in  general  to  keep  down  the  imports  taxed  ; 
and  at  the  worst  we  shall  be  getting  revenue  from 
the  consumers  who  insist  on  buying  foreign  instead 
of  British  products." 

To  gather  what  this  actually  amounts  to,  we 
have  to  analyse  broadly  the  nature  of  the  '  wholly 
or  mainly  manufactured  '  articles  imported  in  1913. 
They  work  out  thus  : — 

£ 

Iron  and  steel  and  forms  thereof    15,231,033 

Other  metals  and  forms  tliereof    32.102,220 

Cutlery,  hardware,  eto 7,378,360 

Machinery 7.282,971 

Wood  manufactures    3,;')83,187 

Cotton  yarns  and  goods 12,249,846 

Woollen  yarns  and  goods 10,490,446 

Silk  yarns  and  goods 15,115,881 

Linen,  jute  and  oilier  yams  and  goods  . .  9,129,183 
Apparel,    boots,   and   huts    (of   wliich   8| 

millions  was  for  '  apparel  and  sl(»ps  ')  5,979,678 

Chemicals,  dyes,  and  colours     12,905,515 

Leather    and    leather    goods    (excluding 
boots  :    the  great  mass  being  simple 

leather)    13,430,762 
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Earthenware  and  glass 4,546,267 

Paper  and  paper  board 7,674,419 

Motor-cars,  cycles,  and  raihvay-ears 7,266,894 

Miscellaneous ." 26,523,624 

Of  this  last  large  category  the  only  items  that 
exceeded  £1,000,000  were  curios,  cotton-seed  cake, 
skins,  stones,  starch,  toys,  and  '  unenumerated 
miscellaneous.'  Roughly  speaking,  three-fifths  of 
tlie  whole  import  consisted  of  metals  (mostly  non- 
iron),  chemicals,  leather,  paper,  and  other  articles 
which  constitute  the  raw  materials  of  home 
industries.  Of  those  articles,  further,  between 
£10,000,000  and  £20,000,000  worth  were  re- 
exported ;  the  total  re-exports  under  the  '  manu- 
factured '  category  being  nearly  £30,000,000.  What, 
tlien,  could  be  done  for  native  industry  by  a  tariff 
in  respect  of  some  £130,000,000  worth  of  imported 
goods  of  which  the  bulk  are  really  materials  ot 
manufacture  for  home  industries  which  sell  abroad 
as  well  as  at  home  ?  Nearly  all  responsible 
tariffists  who  profess  to  be  '  scientific '  agree 
that  strictly  raw  materials  ought  not  to  be  taxed, 
explaining  that  the  foreigner  will  not  pay  on  these, 
because  there  is  so  much  demand  for  them.  The 
implication  is  that  our  trade  is  likely  to  lose  in 
foreign  competition  if  its  costs  are  thus  raised. 
Evidently,  then,  the  same  argument  must  apply  to 
articles  like  leather,  iron,  and  steel ;  glass  bottles ; 
cotton  and  woollen  and  silk  and  linen  yarns, 
chemicals,  and  paper.  Yet  a  demand  for  import 
duties  on  iron  and  steel,  leather,  glass  bottles,  and 
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paper  is  now  being  made  in  the  supposed  interests 
of  the  trades  concerned.  And  seeing  that  it  is  very 
difficult  to  point  to  materials  that  are  absolutely 
'  raw,' — even  wool  and  cotton,  for  instance,  having 
had  some  cleansing  done  to  them  before  packing — 
the  tanners  of  leather  and  the  makers  of  glass  and 
iron  and  steel  and  paper  are  entitled  to  argue  that, 
if  import  duties  lead  to  the  employment  of  more 
home  labour,  they  are  as  much  entitled  to  pro- 
tection as  the  makers  of  boots  and  cloths  and 
clocks. 

The  next  step  in  the  argument  is  that  if  these 
articles  and  corn  are  to  be  protected  against 
foreign  competition,  wool  ought  to  be  also,  as  it 
actually  has  been  in  the  United  States.  The  sheep 
farmer  has  as  much  right  to  protection  as  the  corn 
farmer.  Logically,  there  is  thus  no  standing 
ground  for  the  protectionist  short  of  putting  duties 
upon  every  kind  of  imported  article  which  com- 
petes with  things  produced  at  home,  without 
regard  to  whether  it  raises  the  cost  of  production 
or  not.  And  this  is  the  great  danger  that  we  have 
to  fear.  For  if  we  at  all  largely  raise  our  costs  of 
production  as  compared  with  those  of  rival  manu- 
facturing countries  we  shall  infallibly  curtail  our 
exports,  which  are  for  us,  with  our  shipping 
services,  the  main  means  of  paying  off  our  foreign 
indebtedness.  The  ideal  of  a  completely  self- 
supplying  country  is  no  ideal  for  ours,  with  its 
enormous  war  debt  and  (on  the  theory  of  national 
danger  from  reliance  on  foreign  food)  its  need  to 
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maintain  a  great  naval  power.  Curtailment  of 
exports  and  curtailment  of  imports  going  hand-in- 
hand,  our  mercantile  marine  must  inevitably 
dwindle  ;  and  the  mercantile  marine  is  the  great 
basis  of  naval  power.  Our  marine  cannot  hope  to 
survive  by  doing  a  carrying  service  for  other 
nations  when  it  ceases  to  do  the  old  carrying 
service  for  its  own.  For  the  first  effect  of  taxes  on 
the  imports  of  iron  and  steel  will  be  to  destroy  our 
supremacy  in  cheap  shipbuilding,  as  in  the  pro- 
duction of  machinery  for  export. 

This  is  a  consideration  never  faced  by  those 
who  insist  on  protecting  our  steel  industries 
against  unemployment.  They  assume  that  import 
duties  to  keep  up  prices  will  preserve  as  much 
employment  as  ever  existed  in  the  past.  (Some 
even  seem  to  argue  that  the  employment  figures 
of  the  war  ought  to  be  maintained  in  the  steel 
industries ;  but  as  most  people  see  the  utter 
impossibility  of  this,  the  point  need  not  be  argued. 
It  is  sufficient  to  deal  with  the  plea  for  import 
duties  to  protect  home  steel  producers  against 
foreign  competition.)  Now,  we  have  already  seen 
how  the  power  to  import  steel  cheaply  has  in  the 
past  meant  many  contracts  for  shipbuilding  and 
other  undertakings  which  could  not  at  the 
moment  have  been  secured  at  all,  at  home  prices. 
The  effort  to  keep  up  steel'prices,  then,  means  that 
we  shall  miss  such  employment  for  the  steel-using 
industries,  in  which^case'the  steel  makers  will  lose 
trade   not   merely   for   the   time   being   but   per- 
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manently.  Thus  far,  while  steel-using  industries 
have  repeatedly  found  much  employment  by 
getting  foreign  steel  at  lower  prices  than  those  of 
the  home  producers,  the  latter  have  not  been 
extinguished,  but  have  learned  to  adapt  them- 
selves and  recover  the  home  market  by  cheaper 
production.  And  there  is  always  a  demand  for 
home  steel  even  while  foreign  steel  is  being 
imported.  But  if  the  great  steel-using  industries 
of  ship-building  and  engineering  are  crippled,  there 
will  be  no  future  of  good  employment  and  good 
prices  for  the  steel-producers.  Unemployment 
will  fall  upon  all  alike. 

If  once  British  supremacy  in  ship-building  is 
lost,  supremacy  in  shipping  will  follow  ;  and  to 
maintain  naval  supremacy  with  a  dwindling 
merchant  fleet  is  a  vain  dream.  Thus  it  is  pre- 
cisely in  respect  of  national  safety  that  the  case 
for  free  trade  is  now  most  vital,  if  national  safety 
be  still  the  vital  concern  which  many  declare  it  to 
be.  Financial  strength  will  be  lost  by  the  same 
process  that  curtails  commerce  ;  and  Britain  will 
be  faced  by  the  prospect  of  a  steady  emigration  of 
her  unemployed  workers  and  men  of  business, 
leaving  a  shrinking  population  to  bear  the  crushing 
burden  of  a  debt  that  was  immense  even  for  a 
vigorous  industrial  State  such  as  we  were  before 
the  war. 

So  plain  is  this  becoming  even  to  some  who  used 
to  advocate  tariffs  that  there  is  a  tendency  to 
reduce  that  advocacy  to  a  set  of  proposals  for  (o) 
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keeping  out  German  goods,  or  (6)  for  '  regulating 
the  exchanges  '  by  keeping  out  American  goods 
while  the  exchanges  are  against  us,  or  (c)  for 
'  imperial  preference,'  or  {d)  for  duties  on  such 
imports  as  silk  and  woollen  and  linen  stuffs,  boots, 
and  other  articles  which  may  be  reckoned  wholly 
manufactured,  as  distinguished  from  leather,  which 
though  in  itself  a  manufactured  article  is  the 
material  for  great  industries.  The  first  three  of 
these  proposals  will  be  dealt  with  separately  in 
later  chapters.  The  fourth  may  be  dealt  with  here 
and  now  ;  and  its  consideration  will  complete  the 
main  survey  of  the  pros  and  cons  as  to  protective 
duties. 

It  is  the  fact  that  we  import  manufactured 
articles  of  certain  kinds  from  countries  to  which 
we  actually  export  articles  of  similar  kind  but 
different  grades  of  quality  ;  and  these  dealings 
back  and  forth  in  similar  grades  of  course  also 
occur  between  industrial  countries  in  general. 
Thus  we  used  to  import  certain  special  qualities  and 
shades  of  woollen  goods  from  France  while  selling 
her  stronger  qualities  ;  and  to  import  cheap  heavy 
boots  from  Germany  while  we  exported  boots  of 
better  qualities  to  that  and  other  countries  ;  or 
imported  fancy  boots  from  France  as  against 
stronger  boots  which  we  sent  there.  The  explana- 
tion is  that  in  some  cases  plant  is  set  up  for  speci- 
ally cheap  production  in  some  countries,  while  in 
others  special  devotion  to  the  artistic  side  of  an 
industry   attains   results   not   equalled   elsewhere. 
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To  a  large  extent,  British  industry  has  developed 
on  the  higher  levels  rather  than  on  the  lower. 
Thus  we  produce  the  finest  grades  of  cottons  ; 
and  in  the  metal  industries  run  more  to  the  use  of 
iron  than  to  the  smelting  of  it.  Our  bootmakers 
preferred  making  the  better  boots,  and  left  to 
rivals  the  trade  in  the  cheaper.  That,  they  said, 
was  not  worth  their  while. 

If,  then,  we  should  tax  imports  of  cheap  boots 
we  shall  merely  make  workmen's  boots  dearer  to 
them  on  the  plea  of  employing  other  workmen ; 
and  if  we  tax  heavily  enough  fancy  boots  and 
silks  and  fine  woollens  we  may  indeed  force  con- 
sumers to  do  without  these ;  but  we  certainly 
cannot  count  upon  making  work  for  our  own 
people  to  the  extent  of  an  equivalent  consumption 
of  our  own  produce.  But  even  if  we  could,  we 
simply  tend  to  curtail  to  the  same  extent  our  own 
exports  of  other  goods.  For  (apart  from  the  pay- 
ments of  interest  and  freights  that  they  may  owe 
ns)  foreign  countries  cannot  buy  from  us  unless  they 
sell  to  us  ;  and  the  attempt  to  ensure  by  import 
duties  that  they  shall  sell  us  only  certain  things 
merely  makes  them  take  more  trouble  than  ever 
by  the  same  methods  to  make  sure  that  they  shall 
buy  only  certain  things  from  us.  All  such  attempts 
mean,  among  other  things,  uneconomic  use  of 
labour  in  customs  services,  and  much  costly 
friction  in  the  application  of  the  tariffs.  In  New 
York,  after  the  last  tariff  readjustment,  there  were 
30,000  law  actions  arising  out  of  the  tariff  in  one 
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year.  All  this  is  pure  waste.  To  '  make  work  '  by 
creating  a  number  of  paid  posts  for  men  whose 
work  hinders  rather  than  helps  production  is  to 
impoverish  the  community  as  a  whole.  Thus  all 
tariff  duties  work  out  in  higher  costs  of  living  ;  and 
to  say,  as  some  still  do,  that  "it  is  better  to  have 
higher  cost  of  living  with  steady  employment  than 
lower  costs  and  unsteady  employment  "  is  merely 
to  falsify  the  facts.  Employment  never  has  been 
and  never  will  be  made  steady  by  lowering  the 
purchasing  power  of  wages. 

Since  the  conclusion  of  the  war,  we  have  had  in 
our  own  country  object  lessons  of  the  futility  of 
restraints  on  imports  as  a  means  of  preserving 
employment.  During  the  war,  not  only  were 
duties  imposed  in  order  to  curtail  the  imports  of 
certain  articles  of  luxury  in  the  interests  of  national 
economy,  but  actual  prohibitions  were  placed 
upon  other  imports  in  order  to  economise  shipping 
for  the  most  pressing  needs.  Among  the  articles 
thus  dealt  with  was  paper.  Some  time  after  the 
armistice,  it  was  found  that  a  quantity  of  paper 
was  available  from  Canada  at  much  lower  prices 
than  were  being  charged  by  paper-makers  here. 
At  that  time  '  imperial  preference  '  was  already 
being  talked  of  as  an  almost  obligatory  policy. 
Yet  the  controlling  authorities  refused  to  admit 
the  Canadian  paper,  not  on  the  score  of  lack  of 
shipping,  but  on  the  ground  that  if  the  paper  came 
in  there  would  be  unemployment  in  British  paper- 
mills. 
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There  could  hardly  be  a  better  illustration  of  the 
bhndness  of  tariffist  policy.  Employment  in  the 
paper  industry  is  inadequate  precisely  because  the 
prices  are  so  high.  A  multitude  of  publishing 
schemes  are  being  held  up  solely  because  of  the 
high  costs.  An  influx  of  cheaper  paper  which 
compelled  the  mills  to  sell  cheaper  would  set 
moving  a  hundred  wheels  of  trade  ;  there  would 
be  much  more  work  for  compositors  ;  paper  of 
both  higher  and  lower  grades  would  be  in  greater 
demand  ;  and  soon  the  mills  would  be  employed 
on  a  sound  trade  basis  as  fully  as  before.  As  it 
is,  there  has  occurred  in  the  British  publishing 
business  a  portent  never  seen  before.  Tenders  have 
come  from  American  printers  to  British  publishers, 
offering  to  print  and  bind  books  for  the  British 
market  at  lower  prices  than  those  at  which  they 
can  now  be  produced  here.  This  is  made  possible 
only  by  high  costs  of  material  :  it  is  not  a  matter 
of  labour  costs.  If  the  American  tenders  are 
accepted,  printing  work  will  go  hence  to  America  ; 
and  the  next  development  will  be  a  demand  from 
British  compositors  that  a  prohibitive  import  duty 
shall  be  put  upon  all  books  coming  hither  from  the 
United  States.  To  such  a  pass  may  we  come 
within  a  year  by  a  foolish  official  departure  from 
the  policy  of  free  trade  under  which  our  industry 
grew  to  be  what  it  was  before  the  World  War. 


CHAPTER  VII 

COUNTRIES  SEPARATELY  CONSIDERED  AS   TO  TRADE 

ONE  of  his  Majesty's  Ministers  recently  told 
the  House  of  Commons,  without  revealing 
what  policy  he  actually  contemplated,  that  if  a 
tariff  is  to  be  imposed  it  should  be  differently 
adjusted  in  the  case  of  countries  where  '  the 
exchange  is  against  us  '  and  those  where  it  is  not. 
The  meaning  of  the  phrase  quoted  should  here  be 
explained. 

When,  in  the  course  of  the  financial  relations  of 
any  two  countries,  A  and  B,  the  payments  due 
from  A  to  B  are  appreciably  greater  than  the  pay- 
ments due  from  B  to  A,  the  price  that  has  to  be 
paid  in  country  A  for  credit  '  paper  '  of  any  kind 
{i.e.  bills  or  cheques  or  promissory  notes)  that  will 
serve  to  pay  debts  in  country  B,  tends  to  rise, 
simply  because  there  are  more  buyers  than  sellers 
of  such  credit.  The  sellers  are  the  people  who  have 
money  owing  to  them  in  country  B  ;  the  buyers  are 
those  who  are  owing  money  there  and  have  to 
remit  in  payment.  If  the  rise  goes  beyond  a 
certain  point,  it  becomes  cheaper  for  the  bankers 
or  money  dealers  of  country  A  to  send  gold  to 
country  B  to  restore  the  balance.    When  that  point 
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has  been  reached,  the  '  exchanges  are  against ' 
country  A  until  gold  payments  have  balanced 
them.  But  if  the  drain  of  gold  should  still  continue 
to  an  appreciable  extent,  the  banks  of  country  A 
(supposing  it  to  be  a  country  with  a  gold  standard) 
will  so  raise  their  rate  of  discount  that  it  does  not 
pay  to  send  gold  to  country  B,  and  the  exchanges 
still  remain  '  against  '  country  A. 

In  this  state  of  things,  having  regard  to  the 
small  margins  of  profit  at  which  a  vast  amount  of 
trade  is  carried  on  by  middlemen,  there  is  a  wide- 
spread risk  of  money  loss.  But  then  comes  into 
play  the  automatic  balancing  power  of  trade  itself  ; 
in  country  A  it  becomes  profitable  for  exporters  to 
send  to  country  B  produce  of  various  kinds  at 
prices  which  it  could  not  previously  have  been 
sent  for  ;  and  in  this  fashion,  usually,  the  balance 
is  secured.  These  disturbances  of  the  exchanges 
are  constantly  going  on  in  times  of  peace  ;  and  any 
country  may  for  a  time  have  the  exchanges  against 
it.  Half  a  century  ago,  when  Britain  was  the  chief 
creditor  country  for  the  United  States,  the 
exchanges  during  one  part  of  the  year  would  be 
against  the  States  because  they  had  to  make  large 
payments  to  London  for  interest,  freights,  insur- 
ances, and  so  on  ;  while  in  another  part  of  the 
year,  when  large  amounts  of  corn,  cotton,  and 
tobacco  were  coming  from  the  States  to  Britain, 
the  exchanges  would  be  against  us.  In  those  days, 
quantities  of  gold  went  back  and  forward  between 
the  two  countries,  though  even  then  international 
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trade  also  played  a  rectifying  part.  Latterly, 
however,  new  financial  machinery  was  set  up  by 
which  great  trust  concerns  with  branches  in  both 
countries,  whose  operations  sometimes  make  it 
needless  to  send  gold  either  way  when  but  for  them 
it  would  have  been  necessary,  and  sometimes 
cause  special  strains  by  their  speculative  opera- 
tions. In  the  end,  it  is  always  trade  that  pays 
the  penalty,  sometimes  in  fall  of  prices,  sometimes 
in  absolute  unemployment  through  depression  of 
trade. 

During  the  war,  a  new  set  of  financial  relations 
arose.  Britain  had  to  buy  immense  quantities  of 
munitions  from  the  States,  and  latterly  much 
greater  quantities  of  food  than  ever  before  ;  and  in 
this  state  of  things  it  was  absolutely  impossible  to 
balance  the  exchanges  by  means  of  gold.  When 
we  resorted  to  a  paper  currency,  all  our  gold, 
broadly  speaking,  went  into  the  gap  ;  but  that 
was  a  trifle  compared  vnth  the  vast  national  trans- 
action. American  and  other  foreign  securities  in 
British  hands  were  next  requisitioned  ;  and  still, 
after  a  time,  the  balance  could  not  be  maintained 
without  a  large  American  loan.  Now  that  the 
war  is  over,  with  '  indemnities  '  looming  very 
dimly  on  the  far  horizon,  our  very  great  indebted- 
ness to  the  United  States  keeps  the  exchanges 
against  us  to  such  an  extent  that  our  trade — what 
there  is  of  it — is  at  a  distinct  disadvantage.  In 
such  circumstances  it  is  a  very  important  question 
whether  our  Government  should  continue  to  use 
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special  financial  measures  to  '  rectify  the  ex- 
changes '  in  the  general  interests  of  our  commerce. 
The  time  is  not  in  sight  when  movements  of  gold 
alone  can  avail  to  effect  a  balance,  though  gold 
produced  in  the  Empire  is  one  of  the  commodities 
which  will  be  exported  to  that  end. 

Some  authorities  argue  that  the  proper  plan  is 
simply  to  let  trade  take  its  own  course  ;  and  for 
this  there  are  strong  arguments  ;  though  careful 
people  will  be  slow,  in  view  of  the  unprecedented 
nature  of  the  situation,  to  decide  quickly  that 
nothing  can  be  gained  by  financial  operations  on 
the  part  of  the  State.  We  are  met,  however,  by  a 
third  proposal,  to  the  effect  that  we  can  '  help  the 
exchanges '  by  means  of  import  duties  upon 
American  goods  ;  and  the  Minister  above  quoted 
seems  to  take  that  view.  A  little  reflection,  never- 
theless, will  show  that  whichever  of  the  other  two 
courses  maj'^  be  preferable,  this  one  would  be 
wholly  bad. 

Before  the  war,  the  statistics  of  imports  and 
exports  always  showed  a  much  larger  quantity  of 
things  coming  from  the  States  to  us  than  we  sent 
to  them.  In  1913  the  imports  were,  in  round 
numbers,  £130,000,000,  and  the  exports  of  British 
produce  under  £80,000,000  ;  in  addition  to  which 
there  went  another  £80,000,000  of  '  re-exports,' 
that  is,  foreign  and  colonial  produce  passing 
through  the  British  markets.  TarifHsts  in  such 
case  used  to  say  that  the  other  country  bought 
from  us  only  so-and-so,  while  we  bought  from  them 
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so  much  more  ;  but  this  only  conveyed  the  usual 
delusion.  It  is  true  that  all  the  articles  imported 
to  the  value  of  the  £130,000,000  were  bought  by 
British  consumers,  either  in  wholesale  or  in  retail ; 
but  on  a  book-keeping  balance  a  very  large 
amount  of  these  values  meant  payments  (as  already 
explained)  of  interest  on  British  investments, 
profits  on  British  exports,  freight  charges,  and 
insurance  charges  due  to  British  underwriters. 
Such  payments  had  to  come  in  goods  if  they  were 
to  come  at  all. 

But,  further,  a  very  large  amount  of  the 
American  consignments  went  to  finance  the  large 
expenditure  annually  made  in  Britain  and  on  the 
Continent  by  American  tourists.  It  was  reckoned 
that  these  spendings  annually  amounted  latterly 
to  forty  or  fifty  million  pounds  sterling.  Part 
of  this  went  to  buy  durable  articles  which  were 
taken  home  by  the  tourists  and  did  not  appear  in 
the  statistics  of  trade  on  this  side  at  all,  though 
they  might  figure  in  those  of  the  States  when  they 
were  taxed  on  landing.  But  the  bulk  of  the 
£50,000,000  or  so  went  to  pay  for  the  living  and 
travelling  expenses  of  the  tourists  and  for  their 
passages  on  British  or  Continental  steamships.  If, 
then,  we  reckon  (a)  £10,000,000  or  £15,000,000  as 
being  spent  by  American  tourists  annually  in 
Britain  in  excess  of  what  was  spent  by  British 
tourists  in  the  States  ;  (6)  the  amount  of  interest 
on  British  investments  in  America  in  excess  of 
that  on  American  investments  in  Britain  ;    (c)  the 
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very  large  sums  earned  from  America  by  our 
shipping  ;  and  (d)  those  earned  by  our  under- 
writers and  other  insurance  agencies,  it  will  be 
seen  that  there  was  no  very  great  balance  to  be 
liquidated  by  exports  to  the  United  States  from 
countries  in  Asia  and  elsewhere  to  which  we  sold 
more  than  we  bought  from  them. 

Coming  to  our  immediate  problem,  we  have  to 
note  that  the  £130,000,000  of  our  imports  from  the 
United  States  in  1913  were  constituted  as  follows: — 

Food,  Drink,  and  Tobacco £48,341,434 

l^w  and  mainly  unmanufactured  materials  58,637,101 
Articles  wholly  or  mainly  manufactured   .     22,988,138 

Now,  the  idea  is  to  keep  out  as  much  as  possible 
of  these  imports  by  a  tariff,  consistently  with  our 
own  national  interests  ;  and  the  ordinary  tariffist 
plan  would  be  to  put  the  tariff  on  the  £23,000,000 
of  '  wholly  or  mainly  manufactured  '  things.  But 
we  have  already  seen  that  a  large  proportion  of 
this  category  is  really  material  (steel  and  leather, 
for  instance)  that  is  for  all  practical  trade  purposes 
as  truly  raw  material  for  our  industries  as  cotton  ; 
and  that  to  raise  its  cost  is  to  injure  our  export 
trade  exactly  as  we  should  do  if  we  were  to  tax 
imports  of  cotton  or  wool.  There  is,  in  short,  only 
a  very  small  quantity  of  completely  manufactured 
articles,  ready  for  the  final  consumer  (such  as 
watches  and  boots),  which  could  be  taxed  without 
injuring  productive  industries  of  our  own  ;5  and  the 
notion  of  '  rectifying  the  exchanges  *  by  operating 
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on  these  things  with  a  tariff  is  really  childish.  The 
amount  of  values  affected  is  too  small  to  count ;  and 
the  effect  of  meddling  with  them  by  a  tarifl  will 
be  disastrous  to  ourselves. 

Avowedly,  the  object  is  to  keep  the  goods  out 
altogether.  For  this  purpose  there  will  be  required 
a  very  high  tariff.  If  we  thus  treat  any  single 
industry  in  a  foreign  country,  that  industry  -will 
loudly  and  justifiably  demand  that  its  legislature 
shall  retaliate  upon  British  goods  in  general  for  the 
invidious  treatment  we  have  meted  out  to  it.  In 
tariffed  countries,  above  all  in  the  United  States, 
these  things  are  easily  managed.  The  outcome 
will  simply  be  that  British  goods  will  be  newly 
discrimi'nated  against,  just  when  it  is  of  special 
importance  to  us  to  be  able  to  export  as  much  as 
possible  to  pay  our  American  debts,  and  thus 
ultimately  '  rectify  the  exchanges.' 

For,  obviously,  all  other  methods  of  rectification 
are  merely  temporary  expedients.  Only  output  of 
production  ever  did  or  ever  can  rectify  such  a 
balance  as  now  stands  against  us  in  our  total 
financial  relations  with  the  States.  To  handicap 
ourselves  further  by  inviting  them  to  raise  their 
tariffs  against  us  at  a  time  when  the  American  people 
are  much  inclined  to  reduce  their  tariffs  would  be  a 
tragical  act  of  national  unwisdom.  If  we  are  to 
impose  any  further  duties  at  all  on  American 
imports,  tl\e  one  thing  we  can  tax  without  creating 
counteraction  (since  in  that  case  we  should  not  be 
protecting  a  British  industry  but  merely  increas- 
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ing  a  revenue  duty  already  levied)  is  tobacco.  But 
the  consumption  of  tobacco  has  been  surprisingly 
little  affected  by  the  great  increases  of  duty  put 
upon  it  during  the  war  (excitement  having  appar- 
ently heightened  the  average  inclination  for  it) ; 
and  though  a  much  greater  increase  would  doubt- 
less cause  a  decline  in  the  imports,  the  amount 
affected  out  of  the  total  quantity  would  be  utterly 
insufficient  to  '  rectify  the  exchanges.'  Of  course, 
if  we  discriminate  against  American  tobacco  by  a 
special  anti-American  tax,  making  that  dearer 
than  any  other,  we  shall  simply  incur  a  general 
and  injurious  retaliation,  as  above  indicated.  The 
tobacco  interest  in  the  States  has  always  been  one 
of  the  very  strongest. 

When  we  turn  to  the  case  of  Germany,  the 
argument  about  rectifying  the  exchanges  by 
import  duties  begins  to  assume  a  comedy  aspect. 
In  the  very  debate  in  which  the  Minister  above 
quoted  put  his  point  that  tariffs  must  deal  differ- 
ently with  foreign  countries  according  as  the 
exchanges  have  been  substantially  affected  by  the 
war,  a  tariffist  member  argued  that  Germany, 
because  the  exchanges  are  heavily  against  her  here 
and  elsewhere,  will  be  able  to  produce  and  export 
at  much  lower  costs  than  those  of  other  countries  ; 
and  that  therefore  we  shall  need  a  special  tariff 
against  Germany.  It  is  unnecessary  here  to  go 
into  the  quaint  conundrum  thus  propounded  to 
a  perplexed  legislature.  It  is  sufficient  to  notice 
that  while  one  set  of  tariffists  argue  for  a  British 
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tariff  against  American  goods  because  in  America 
the  exchanges  are  against  us,  another  set  at  the 
same  moment  argue  that  we  must  have  a  tariff 
against  German  goods  because  here  the  exchanges 
are  against  Germany.  Perhaps  even  the  tariffist 
reader  will  admit  that  both  propositions  can  hardly 
stand  simultaneously,  whatever  use  the  advocates 
of  either  might[hope  to  make  of  either'singly  at  any 
particular  time. 

In  this  connection  should  be  noted  the  impossi- 
bility of  testing  foreign  trade,  as  is  sometimes 
proposed  by  tariffists,  in  respect  of  the  so-called 
'  trade  balance.'  On  that  head  it  has  been  pointed 
out  that  in  1913  we  took  from  Germany  £80,000,000 
worth  of  goods,  while  she  took  from  us  only 
£40,000,000  worth.  The  statement  omits,  to  begin 
with,  the  facts  that  we  sent  to  Germany  another 
£20,000,000  worth  of  foreign  and  colonial  produce, 
and  that  of  the  £80,000,000  she  sent  to  us 
about  £4,000,000  worth  was  passed  on.  The 
balance  of  trade  was  thus  very  much  the  same 
between  us  and  Germany  as  between  us  and  the 
States.  That  the  difference  was  not  due  to 
tariffs  may  be  seen  from  the  case  of  tariffed  France, 
to  which  we  sent  (in  round  numbers)  £29,000,000 
worth  of  our  own  produce  and  £12,000,000  worth 
of  foreign  and  colonial,  while  taking  from  her 
£41,000,000  worth — an  exact  balance.  If  we  were 
to  penalise  the  imports  of  those  countries  who  in 
the  statistical  tables  figure  as  buying  less  from  us 
than  they  sell  to  us,  we  should  have  to  begin  with 
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our  Ally  the  United  States,  and  Russia.  We 
bought  from  the  latter  in  1913  £38,000,000  worth 
of  goods,  nearly  all  of  it  foods  and  raw  materials, 
while  she  bought  from  us  only  £18,000,000  worth. 
If  on  the  other  hand  we  catalogue  the  countries 
to  whom  we  sell  more  than  we  buy  from  them,  we 
obtain  a  curious  list  : — 


1913.  Bought  from  us. 

£ 

Italy 14,610,057 

Greece    2,536,678 

Turkey 7,761,644 

Cliina     14,845,269 

Japan 14,530,432 

British  India 70,273,145 

Australia     34,470,452 

Natal 5,053,173 

Cape  of  Good  Hope  10,812,259 

Transvaal    5,751,926 

Southern  Nigeria  .  .  3,410,184 

British  W.  Indies  . .  2,405,442 

Brazil 12,465,115 

Chile 6,010,481 

Mexico 2,223,082 

Portugal    3,270,701 


Sold  to  us. 

£ 
7,423,234 
2,138,458 
4,668,005 
2,903,592 
3,818,467 
36,118,225 
26,087,231 
1,773,342 
4,058,331 
188,710 
1,738,178 
1,708,649 
4,586,466 
4,267,251 
1,699,670 
2,490,393 


The  list  is  not  complete  ;  but  it  is  sufficient  to 
show  how  unintelligent  is  the  principle  which  would 
make  fiscal  foes  of  all  who  buy  less  from  us  than 
they  sell  to  us.  Vice  versa,  on  that  very  principle, 
we  are  the  commercial  foes  of  our  best  customers. 
Turkey  would  by  us  be  reckoned  a  friend  and 
Spain  a  foe,  and  vice  versa  ;   and  New  Zealand  and 


144  FREE  TRADE 

Canada  would  be  reckoned  iindutiful  children,  as 
against  Australia  and  South  Africa,  because  they 
buy  less  from  us  than  they  sell  to  us.  In  point 
of  fact,  the  balances  have  little  or  nothing  to  do 
with  the  various  tariff  systems,  but  much  with 
the  geographical  relations  and  special  needs  of 
countries,  and  something  with  the  movement  of 
capital  for  investment  for  the  time  being.  Italy, 
Greece,  and  what  was  Turkey,  relate  to  us  in  very 
much  the  same  way  ;  and  so  do  China  and  Japan, 
though  Japan  has  a  high  tariff  and  China  has  not. 
The  trade  between  us  and  South  Africa  is  to  be 
understood  finally  in  the  light  of  the  gold  pro- 
duction of  the  Transvaal  mines.  In  1913,  of  a 
total  import  of  £59,500,000  of  gold,  we  received 
£38,000,000  from  the  Transvaal.  Against  that  sum 
there  could  not  possibly  be  an  equivalent  export  : 
it  represented  a  special  financial  transaction,  in 
which  British  shareholders  were  beneficiaries. 
Incidentally,  it  may  be  noted  that  while  we 
imported  £59,500,000  of  gold  we  exported  only 
£46,000,000. 

The  main  political  lesson  of  the  figures  above 
considered  is  that  China,  our  Ally  and  good 
customer,  is,  as  tariffists  would  put  it  in  our  own 
case,  penalised  on  her  tea  in  our  markets,  while 
Japan,  a  zealous  trade  rival  though  an  equally 
good  customer,  also  our  Ally,  suffers  merely  in 
respect  of  those  of  her  taxed  products  which  may 
compete  with  those  of  India  and  other  parts  of  the 
Empire ;  and  Italy,  our  Ally,  is  like  our  other  Allies 
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France  and  Portugal,  penalised  in  respect  of  her 
wines  as  compared  with  Australia  and  the  Cape, 
though  she  buys  from  us  twice  as  much  as  we  buy 
from  her.  Canada  and  New  Zealand,  again,  get 
preferences  though  they  buy  less  from  us  than  we 
from  them.  Evidently  there  is  no  relation  between 
the  tariff  policy  applied  under  Imperial  Preference 
and  the  principle  of  penalising  those  customers 
who  buy  less  from  us  than  we  from  them. 

As  regards  Germany,  the  case  is  at  bottom  very 
simple.  By  the  Peace  Treaty,  the  Allies  have 
expressely  imposed  on  her  the  obligation  of 
admitting  the  produce  of  Ally  countries  to  German 
territory  on  equal  terms  with'C  that  '  of  other 
countries.  It  does  not  appear  politically  conceiv- 
able that  the  Allies  can  then  proceed  to  discriminate 
on  their  own  part  against  German  produce.  There 
will,  indeed,  be  a  spontaneous  private  discrimina- 
tion against  fmishcd  articles  of  German  manu- 
facture in  Ally  countries,  at  least  in  ours,  for  a  long 
time  to  come.  But  it  is  fairly  certain  that,  what- 
ever our  traders  may  do,  those  of  the  allied 
countries  will  not  refrain  from  using  German  raw 
materials  wliere  those  are  useful  to  them.  Large 
transfers  of  German  raw  material  are  in  fact  the 
only  way  in  which  Germany  can  begin  to  pay  her 
indemnity  obligations  ;  and  large  output  of 
manufactures  is  the  only  way  in  which  she  can 
ultimately  complete  those  payments.  Those  who 
talk  of  compelling  her  to  pay  adequate  in- 
dcmnitif's  ;iiul  at  the  same  time  to  withhold  from 
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her  all  save  a  small  quantity  of  raw  material, 
exhibit  themselves  once  for  all  as  unqualified  to 
discuss  such  a  problem. 

If,  on  the  other  hand,  German  goods  are  sub- 
jected equally  with  those  of  other  countries  to  a 
tariff  in  our  markets,  Germany  will  have  open  to 
her  a  very  powerful  remedy.  She  need  only  resort 
to  the  system  of  free  imports  which,  in  the  case  put, 
we  shall  have  abandoned.  All  the  economic  laws 
through  which  Britain  prospered  with  a  free-trade 
policy  will  work  for  Germany  as  they  once  worked 
for  us.  Seeing  that  the  German  Government 
actually  announced  through  one  of  its  ministers 
some  months  ago  that  that  is  the  policy  they 
contemplate,  the  British  people  have  pressing 
cause  to  take  counsel  together  as  to  whether  they 
are  to  give  up  their  post  of  vantage  to  the  some- 
time enemy.  As  a  matter  of  fact,  arrangements 
appear  to  be  already  made  for  the  evacuation. 


CHAPTER  VIII 

THE  AIM  OF  IMPERIAL  PREFERENCE 

NO  explanation  which  has  thus  far  been  given 
of  the  kind  of  imperial  preference  set  up  in 
the  1919  Budget  makes  it  intelligible  as  a  piece  of 
imperial  policy.  It  involves  a  loss  of  revenue 
amounting  to  over  £3,000,000  in  an  ordinary  year, 
and  it  holds  out  no  prospect  of  any  gain  worth 
mentioning  to  the  trade  of  our  Dominions  over 
seas.  The  preference  given  is  by  way  of  a  reduction 
upon  their  goods  of  import  duties  which  are 
already  in  operation — ^that  is  to  say,  the  regular 
revenue  duties  on  alcohol,  tobacco,  tea,  coffee, 
sugar,  etc.,  and  the  special  duties  imposed  during 
the  war  on  a  number  of  articles,  as  pianos,  motor- 
cars, films,  clocks,  watches,  etc.,  for  the  double 
purpose  of  checking  expenditure  and  saving 
tonnage.  Of  those  manufactured  articles  a  very 
small  quantity  has  come  from  the  Dominions  ;  and 
though  the  new  arrangement  is  very  likely  to  lead 
to  the  establishment  by  United  States  capitalists 
of  works  in  Canada  to  make  such  articles  and  so 
obtain  the  benefit  of  the  preference  in  Britain,  it 
does  not  seem  likely  that  that  could  have  been  a 
motive  with  the  British  Government  in  imposing  it. 
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As  regards  the  kind  of  produce  coming  under 
the  old  revenue  duties,  it  is  equally  difficult  to 
guess  how  the  preference  can  have  been  supposed 
to  be  worth  giving  as  (what  it  is  declared  to  be)  a 
reward  to  our  kinsfolk  beyond  seas  for  the  splendid 
services  they  rendered  us  during  the  war.  Pre- 
cisely because  those  services  were  so  splendid,  a 
set  of  small  doles  by-way  of  preference]^on^wines 
and  tea  and  coffee  and  sugar'has'the"aspect^rather 
of  a  himiiliating  gratuity  than  of  a  compensation. 
In  the  case  of  tea,  the  benefit  goes  solely  to  the 
capitalists,  mostly  British,  who  produce  tea  in 
India  and  Ceylon  ;  and  as  nine-tenths  of  the  tea 
consumed  in  Britain  is  already  that  which  they 
produce,  and  China  tea  is  taken  by  most  of  those 
who  consume  it  for  hygienic  reasons,  being  already 
dearer  than  Indian,  the  policy  on  that  side  is  more 
unintelligible  still.  All  round,  only  a  few  small 
sections  of  the  producers  in  our  Dominions  can  be 
said  to  have  any  prospect  of  benefit  from  the 
preference.  When  Mr.  Chamberlain  in  1903  pro- 
posed Imperial  Preference,  he  proposed  to  give  it 
on  wheat,  which  is  largely  produced  in  Canada, 
Australia,  and  India.  For  obvious  reasons,  that 
proposal  is  not  now  made.  But  it  is  the  onl}' 
proposal  which  could  have  any  financial  importance 
for  our  Dominions  at  present.  Canadian  trade 
could  gain  at  the  moment  by  letting  in  Canadian 
paper  ;  but  for  months  this  has  been  absolutely 
prohibited  under  the  special  war  powers. 

Further,  whatever  may  be  said  to  the  contrary. 
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there  has  been  no  popular  request  for  preference 
on  the  part  either  of  our  self-governing  Dominions 
or  of  India.  It  would  be  strange  if  there  had.  To 
have  asked  it  as  a  reward  for  a  great  service  would 
liave  been  to  reduce  that  service  to  a  commercial 
transaction  ;  as  is  in  effect  done  on  the  British  side 
by  those  who  represent  the  preference  actually 
given  as  a  fitting  gratuity  for  the  laying  down  of 
much  priceless  life  and  much  treasure  by  our 
kindred.  Nay,  more,  the  Australian  press  in 
particular  has  repeatedly  proclaimed  that  prefer- 
ences are  not  asked  for  by  the  Australian  people  ; 
while  from  Canada  we  have  had  a  fairly  explicit 
ollicial  intimation  that  what  was  wished  by  the 
trading  or  producing  classes  there  was  not  prefer- 
ence at  all,  but  a  provision  of  new  transit  facilities 
for  commerce  between  Canada  and  Britain.  On 
May  18,  1917,  Sir  Robert  Borden,  the  Canadian 
Prime  Minister,  delivered  a  speech  in  which  he 
explained  that  what  was  desired  by  his  Govern- 
ment in  the  way  of  preference  "  does  not  involve 
any  taxation  of  anything."  It  was,  in  so  many 
words,  "  better  and  cheaper  facilities  of  communica- 
tion." 

It  has  generally  been  understood  that  this 
was  an  appeal  for  a  line  of  subsidised  steamships 
between  Britain  and  Canada  {on  the  lines  of  an  older 
proposal  for  an  '  All  Red  Route  ')  which  should 
carry  Canadian  produce  at  rates  below  those  paid 
by  American  produce  in  the  ordinary  way  ;  and 
it  was  believed  that  the  War  Cabinet  had  assented 
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to  siieh  a  sclicinc.  If  >>o,  the  Government  are  to  be 
congratulated  upon  having  afterwards  reahsed  the 
folly  of  it.  The  establishment  of  a  line  of  State- 
subsidised  shipping  between  Canada  and  Britain 
would  have  been  immediately  followed  by  the 
establishment  of  a  rival  subsidised  line  in  the 
United  States  ;  and  there  would  have  ensued  a 
'  freight  war '  between  the  two  countries  which 
had  been  triumphant  Allies  in  the  War  of  Wars. 
In  such  a  freight  contest,  under  present  shipping 
conditions,  the  United  States  would  have  been 
easily  the  wanner. 

But  though  they  have  avoided  that  folly,  the 
Government,  in  establishing  i3referential  duties 
for  the  Empire  by  reducing  existing  rates  in 
favour  of  our  Dominions,  has  taken  a  course  which, 
while  it  gives,  as  we  have  seen,  no  appreciable 
advantage  to  the  Dominions,  promises  to  put  us  at 
a  very  grave  disadvantage  when  our  Allies  and 
other  industrial  countries  revise  their  fiscal  systems 
as  we  have  done  ours.  By  professing  to  give  our 
Dominions  a  commercial  preference  in  acknowledg- 
ment of  their  noble  comradeship  in  the  war,  we  in 
effect  tell  our  Allies  that  we  owe  them  no  such 
acknowledgment.  France,  Belgium,  Italy,  and 
the  United  States  all  stood  by  our  side  through  the 
storm,  and  now  we  tell  them  that  we  propose  to  tax 
their  goods  more  heavih^  than  we  do  those  we  buy 
from  our  own  Dominions.  Thus  wantonly  flouted 
at  such  a  moment,  they  are  not  likely  to  show  any 
supererogatory  consideration  for  our  trade.     It  is 
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idle  to  say  that  they  have  no  cause  to  resent  our 
bestowing  a  favour  on  our  kinsfolk.  We  have 
announced,  in  the  words  of  Mr.  Hughes,  that  we 
propose  to  look  solely  to  our  own  interests.  They 
are  in  effect  compelled  to  do  the  same. 

It  had  indeed  been  proposed  by  many  of  our 
tariffists  to  placate  them  by  giving  them  better 
tariff  treatment  than  we  give  to  the  Neutrals,  who 
in  turn  were  to  get  better  treatment  than  was  to  be 
given  to  the  trade  (if  any)  of  those  who  had  been 
oiu'  enemies  in  the  war.  But  the  Peace  Treaty,  as 
has  been  already  remarked,  appears  to  veto  all  such 
preferences  as  between  Allies  and  former  enemies  ; 
and  it  is  hardly  conceivable  that  it  will  now  be 
proposed  to  penalise  Neutrals,  many  of  whom  have 
suffered  very  severely  throughout  the  war. 

Our  Allies,  then,  will  simply  fmd  themselves  on  a 
level  with  the  Neutrals  and  our  former  enemies  in 
trade  with  us,  as  against  the  preference  given  to 
our  Dominions.  Unless,  then,  they  all  alike  decide 
to  head  towards  free  trade,  as  some  people  think 
they  will,  they  are  likely  to  seek  the  remedy  of 
ujiaiiimously  refusing  to  give  to  our  trade  the 
'  most -favoured-nation  '  treatment  which  they  will 
give  to  each  other. 

If  this  should  mean  that  Germany  will  get 
from  and  give  to  our  former  Allies  the  most- 
favoured-nation treatment  which  we  lose,  the 
spectacle  will  be  one  to  give  pause  eveji  to  the 
zealots  of  tariflism.  If  it  includes  the  portent  of 
a  free-trading  Germany,  stepping  into  the  great 
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heritage  Tvhich  avc  appear  to  be  on  the  way  to 
renouncing,  it  will  be  still  more  staggering.  But 
the  latter  part  of  the  menace  appears  to  be  on  the 
way  to  realisation.  The  only  explanation  of  the 
preference  already  given  to  our  Dominions  appears 
to  be  that  it  is  the  pretext  and  foundation  for  a 
greatly  widened  tariff.  On  the  very  ground  that 
the  boon  to  our  Dominions  is  so  trifling,  it  will  be 
proposed  to  increase  the  number  of  articles  subject 
to  tariff.  The  more  imports  we  tax,  the  more 
possibilities  there  will  be  for  preferences.  To  say 
as  some  professed  free-traders  do  that  the  prefer- 
ences, being  reductions  of  existing  duties,  point  in 
the  direction  of  free  trade,  is  to  be  very  credulous 
indeed.  If  that  were  the  aim  of  the  policy,  the 
whole  parade  of  preference  would  be  a  peculiarly 
gross  fraud  upon  those  of  our  kinsfolk  beyond  seas 
who  are  declared  to  be  the  objects  of  our  national 
goodwill.  If  preference  is  to  go  on  subsisting  even 
on  the  present  small  scale,  there  must  be  import 
duties  to  make  it  possible.  If  it  is  to  be  extended, 
the  tariff  must  be  extended  accordingly. 

The  menace,  then,  can  hardly  be  overstated. 
We  are  faced  by  the  prospect  of  a  Free  Trade 
Germany  confronting  in  the  near  future  a  tariff- 
ridden  England. 

To  realise  the  gravity  of  the  danger  we  must 
revert  to  the  contrast  we  have  already  draA\nr 
between  the  natural  potentialities  of  Britaiii  and 
America.  Fifty  years  ago,  as  aforesaid,  the 
United  States,  after  the  Civil  War,  was  the  most 
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greatly  indebted  nation  as  regards  foreign  creditors, 
and  Britain  was  the  great  creditor  nation.  What 
enabled  the  United  States  to  recuperate  as  they 
did  was  their  immense  possession  of  natural 
resources.  The  annual  output  of  cotton,  tobacco, 
and  grain  alone,  to  say  nothing  of  other  foods  and 
raw  materials,  was  amply  sufficient  to  rectify 
cxclianges  in  the  mass.  Subsequent  American 
indebtedness  was  set  up  by  the  borrowing  of 
foreign  capital  for  the  fuller  exploitation  of  natural 
resources  ;  and  the  gain  always  more  than  made 
good  the  debt.  The  grain  crops  of  the  United 
States  rose  from  the  figure  of  1,127,499,187  bushels 
in  the  year  1865  to  2,700,000,000  bushels  in  1883  ; 
while  the  railway  mileage  rose  from  33,908 
in  1865  to  128,320  in  1885.  In  1906  it  had 
reached  222,635,  while  the  total  corn  crops  had 
increased  to  the  stupendous  total  of  4,414,000,000 
bushels. 

Of  this  total,  more  than  half  (2,592,000,000 
bushels)  was  what  is  '  corn '  par  excellence  in 
America,  and  is  called  by  us  Indian  corn  or  maize. 
It  is  largely  consumed  as  human  food,  but  mainly 
as  food  for  cattle  and  pigs.  The  total  number  of 
farm  animals  in  the  States  in  1907  was  72,500,000, 
valued  at  4,423,000,000  dollars  ;  and  the  value  of 
the  export  of  meat  and  dairy  produce,  including 
bacon,  was  £40.000.000  :  wliilc  tliat  of  breadstuffs 
was  over  £36,000,000.  Cotton  production,  wliich 
had  readied  4,861,000  bales  in  1860,  but  stood  at 
only    2,154,000    in    1866,    had    in    1907    risen    to 
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13,510,000  bales  ;  and  the  exports  of  raw  cotton 
in  that  year  were  valued  at  £96,000,000,  as  against 
only  £4,000,000  worth  of  cotton  manufactures. 
Copper  exports  alone  amounted  to  over  £18,000,000, 
those  of  wood  and  simple  manufactures  thereof  to 
over  £16,000,000. 

Yet  again,  the  production  of  iron  and  steel  in 
the  States  in  1906  stood  at  47,750,000  tons  as 
against  the  British  production  of  15,500,000  tons  ; 
the  pig  iron  and  steel  production  in  the  States 
stood  at  25,300,000  tons  as  against  the  British 
figure  of  10,200,000,  attained  in  large  part  by 
miportation  of  ores  and  pig-iron  ;  and  the  iron  ores 
'  in  sight  '  in  the  two  countries  showed  a  still 
greater  superiority  of  resource  in  the  States.  In 
addition  to  their  output  of  iron,  the  States  raised 
in  1907  no  less  than  394,174  metric  tons  of  copper, 
as  against  80,330  tons  raised  in  Mexico,  64,731  tons 
in  Spain,  22,858  tons  in  Germany,  and  677  tons 
in  Britain.  It  seems  unnecessary  to  point  out, 
even  without  taking  into  account  the  other 
metallic  resources  of  America,  that  it  is  utterly 
impossible  for  Britain  to  achieve  anything  com- 
parable with  the  American  expansion.  And 
Britain  is  now  loaded  with  a  national  debt  ten  times 
greater  than  that  of  the  United  States  after  the 
Civil  War,  to  say  nothing  of  the  transfers  of 
British  securities  to  American  hands. 

The  one  natural  resource  in  which  Britain  still 
stands  high,  as  compared  at  least  with  her 
European   rivals,   is   coal ;     and   concerning  that 
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many  tariffists  had  in  recent  years  been  professing 
alarm  over  the  rapid  reduction  of  a  '  national 
asset.'  At  present,  the  complaint  is  that  owing 
to  labour  troubles  we  raise  too  little.  Howsoever 
these  may  be  solved,  it  is  clear  that  Britain's 
hope  must  lie  in  her  manufactures,  which, 
Anth  her  shipping,  have  in  the  past  won  for  her  a 
wealth  and  power  out  of  all  proportion  to  her 
natural  dowry  as  compared  with  that  of  the  United 
States.  It  matters  not  whether  or  not  her  coal 
mines  are  nationalised  :  the  cardinal  national  asset 
is  the  energy  and  industry  and  enterprise  of  her 
producers  of  all  classes.  If  that  industry  and  that 
enterprise  are  to  be  hamstrung  by  a  fiscal  policy 
which  all  our  past  experience  shows  to  be  ruiiious 
to  national  prosperity,  the  economic  sequel  of  the 
World  War  will  be  for  us  a  more  stupendously 
tragical  thing  than  the  War  itself. 

Before  the  war,  free  trade  conditions  had 
brought  it  about  that  London  was  the  credit  centre 
of  the  world.  For  this,  indeed,  other  reasons  than 
free  trade  might  be  in  part  assigned.  The  gold 
standard,  the  stability  of  government,  the  equity 
of  law,  all  contributed  to  keep  British  credit  in 
high  repute.  But  these  alone  could  not  have 
brought  it  about  that  nine  bills  were  drawn  upon 
London  for  every  bill  drawn  in  London  upon  the 
rest  of  the  world.  There  were  in  operation  two 
economic  factors :  (1)  the  absolute  freedom  of 
entrance  in  British  ports  for  the  vast  mass  of 
normal  pr<jduce,  with  a  balancing  of  revenue  duties 
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by  excise  duties  where  our  own  jieople  produced  a 
taxed  article  ;  and  (2)  the  large  annual  surplus  of 
imports  over  exports  resulting  from  the  relative 
advantageousness  of  production  and  shipping 
under  free  trade  conditions. 

To  regain  that  state  of  relation  to  the  trade  of 
the  world  is  the  obvious  need,  now  that  the 
enormous  financial  strain  of  the  war  has  upset 
it.  If  experience  can  give  any  guidance  at  all,  the 
way  to  recover  the  sound  position  is  to  follow 
the  policy  which  demonstrably  built  it  up.  We 
are  told,  however,  that  we  ought  to  '  learn 
from  the  war,'  and  that  the  only  lesson  to  be 
learned  from  it  is  to  offer  trade  bribes  to  our 
Dominions  and  follow  the  tariff  policy  which  had 
demonstrably  made  every  State  in  Europe  finan- 
cially incapable  of  bearing  the  strain  actually 
borne  by  us.  The  phrase  about  '  learning  from  the 
war,'  then,  would  appear  to  be  a  '  shibboleth  '  of 
the  most  inane  description.  Those  who  use  it 
raise  a  question  as  to  their  own  capacity  to  learn 
from  anything.  They  are,  in  fact,  merely  repeat- 
ing, with  a  vague  appeal  to  sentiment  which  will 
bear  no  analysis,  the  kind  of  arguments  that  had 
been  a  hundred  times  confuted  during  the  ten 
years  before  the  war.  An  examination  of  the 
more  prominent  of  those  arguments  in  their  latest 
form  will  serve  to  make  this  clear  to  the  student. 


CHAPTER  IX 


DUMPING 


THE  vogue  of  this  word  is  one  of  the  instances 
in  wliich  a  slang  phrase  or  an  expressive 
vulgarism  comes  to  attain  the  dignity  of  a 
technical  term  in  a  science.  '  Dumping  '  is  not 
recognised  even  in  the  1907  edition  of  Webster's 
Dictionary  ;  but  the  trade  practice  it  labels  was 
well  enough  known  long  before  that.  To  '  dump  ' 
primarily  means,  in  the  vernacular,  to  drop  or  put 
a  thing  down  heavily,  and  it  is  the  normal  des- 
cription for  the  depositing  of  loads  of  earth  or 
refuse  on  waste  ground.  It  thus  serves  to  express 
the  sentiment  with  which  traders  view  the  sudden 
introduction  into  their  market  of  a  quantity  of 
goods  from  abroad,  sold  at  an  embarrassingly  low 
price.  Like  most  of  the  developments  of  modern 
commerce,  the  exportation  of  surplus  stocks  at  a 
low  price  in  order  to  '  cut  losses  '  is  a  British 
invention.  It  used,  in  fact,  to  be  known  to  Conti- 
nental economists  as  '  the  English  practice.'  And 
though  the  word  has  been  perhaps  most  vigorously 
worked  in  this  country  during  recent  years,  the 
complaint  which  it  expresses  is  perfectly  familiar 
in  every  industrial  country  that  is  protected  by  a 
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tariff.  The  statement  once  made  by  an  eminent 
politician  to  the  effect  that  ours  is  the  only  country 
upon  which  dumping  can  be  practised,  because  of 
its  open  ports,  is  one  of  the  more  amazing  of  the 
fictions  in  support  of  tariffism. 

We  have  noted  an  apparent  instance  of  the 
practice  at  the  close  of  the  American  War  of  1812, 
when  shiploads  of  British  goods  were  sold  off  very 
cheaply  in  the  States.  But  that  was  not  a  case  of 
intentional  '  dumping  '  :  the  exporters  had  hoped 
to  sell  at  good  prices,  and  simply  failed  to  get  them. 
Dumping  proper  is  now  defined  by  economists  as 
the  selling  of  goods  in  any  country  at  a  price  below 
the  cost  of  production  for  the  time  being  in  the 
country  of  origin.  It  is  an  expedient  of  the  age  of 
large  industry,  and  was  first  practised  in  a  regular 
way  by  British  producers  or  merchants  because 
large  industry  was  first  developed  in  Britain.  But 
the  manufacturers  of  protectionist  countries  soon 
learned  to  resort  to  the  device  ;  and  the  countries 
have  latterly  dumped  upon  each  other  so  often  and 
with  such  zeal  that  the  most  highly  protected  have 
felt  driven  to  set  up  yet  a  higher  protection — a 
wall  on  the  top  of  the  wall — to  guard  them  against 
the  kind  of  competition  which  they  themselves 
chronically  practise. 

It  would  be  difficult  to  say  whether  free-trading 
Britain  or  any  of  the  tariffed  countries  resorts  the 
more  often  to  sales  of  surplus  stocks  at  prices  below 
cost  ;  but  the  presumption  is  that  it  is  the  latter 
who  '  cut  '  their  prices  to  the  largest  extent,  simply 
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because  their  costs  of  production  are  the  highest. 
In  a  country  with  a  30  per  cent  tariff,  for  instance, 
either  the  costs  rise  proportionally  or  the  manu- 
facturer is  putting  into  his  own  pocket  the  whole 
extra  profit  which  he  has  been  allowed  to  make 
out  of  his  countrymen  on  the  plea  of  improving  the 
position  of  labour.  Raised  costs  in  one  industry 
lead  to  raised  costs  in  another  ;  whence  arises  the 
tendency  to  go  on  raising  tariffs  till  they  become 
intolerable.  If,  then,  a  protected  manufacturer 
wants  to  dump  upon  a  free-trade  country,  he  must 
lower  his  prices  more  than  30  per  cent  to  do  so  ; 
while  if  a  manufacturer  in  the  free-trade  country 
wishes  to  dump  on  the  other,  a  5  per  cent  reduction 
of  his  prices  will  serve  to  do  it.  As  against  each 
other,  however,  protected  producers  in  different 
countries  vary  in  their  facilities  for  dumping,  in 
proportion  to  their  respective  tariffs. 

Two  accounts  of  the  causation  of  dumping  have 
been  put  in  currency  by  tariffists.  Mr.  Chamber- 
lain, while  alleging  that  Britain  was  the  sole 
victim  of  dumping,  admitted  that  that  practice 
was  commonly  resorted  to  by  other  countries  only 
in  times  of  depression.  Those  who  accepted  this 
explanation,  however,  found  themselves  embar- 
rassed by  the  implication  that  trade  depression 
in  tariffed  countries  was  not  infrequent.  Tliere 
came  into  fashion  among  them,  accordingly,  an 
entirely  contradictory  formula,  to  the  effect  that 
'\C yays  protected"  manufacturers  to  export  goods 
below  the  cost  of  production  of  the  goods  they 
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make  for  the  home  market.  Another  eminent 
poUtician  has  summed  up  the  case  thus  : — "  The 
protected  manufacturer,  having  a  large  market 
secured  to  him,  can  work  at  a  relatively  low  cost. 
When,  further,  he  has  made  his  profit,  he  can  pro- 
duce surplus  goods  at  a  still  lower  cost,  his  establish- 
ment cliarges  having  been  already  met ;  and  these 
goods  he  can  sell  abroad  at  prices  with  which  the 
unprotected  manufacturer  cannot  compete." 

There  are  embodied  in  this  proposition  three 
gross  fallacies  ;  besides  two  avowals  which  ought 
to  be  suflficient  to  discredit  all  tariffist  propaganda. 
One  of  these  is  the  avowal  that  the  protected 
manufacturer  is  getting  the  protection  of  a  tariff 
while  his  costs  of  production  arc  actually  lower 
than  they  would  be  without  it.  In  a  word,  he  must 
make  too  much  profit  if  he  is  to  make  enough  ! 
The  second  avowal  is  that  the  protected  manu- 
facturer habitually  sells  dear  at  home  and  cheap 
abroad.  This  confession,  coming  from  a  party 
whose  professed  watchword  was  '  Make  the 
foreigner  pay,'  seems  cynical  enough  to  mortify 
even  tariffist  faith. 

The  fallacies  are  equally  remarkable.  Firstly, 
an  absolute  confusion  is  made  between  the  two 
wholly  different  conceptions  of  producing  for  a 
large  market  and  producing  individually  on  a  large 
scale.  A  thousand  manufacturers  may  produce 
for  a  '  large  '  market,  and  ten  for  a  smaller  one  ; 
and  the  ten  may  have  larger  factories  than  any  of 
the  thousand.     In  the  United  States  and  else- 
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where,  protection  has  had  the  effect  of  tempting 
too  much  capital  and  too  many  competitors  into 
given  industries  ;  and  there  were  for  a  time  more 
small  factories  than  large.  Then  the  larger 
factories  made  '  combines  '  to  buy  out  or  kill  out 
the  small  ;  and  upon  those  ruined  industries  there 
has  arisen  a  system  of  production  which  is  sub- 
stantially a  fraud  upon  the  nation  as  a  whole. 
Mr.  Kipling  has  told  of  an  American  manufacturer 
of  his  acquaintance  who,  though  protected,  at  one 
time  lived  a  life  of  great  commercial  anxiety. 
Years  afterwards,  meeting  his  friend  and  finding 
him  looking  very  contented,  the  distinguished 
author  took  it  for  granted  that  the  factory  must  be 
doing  very  well,  only  to  receive  the  answer  that  the 
factory  now  was  not  going  at  all.  The  explanation 
was  that  its  owner  received  a  much  larger  income 
from  the  trade  syndicate  for  keeping  it  closed  than 
he  had  ever  earned  by  working  it.  Such  are  the 
moral  beauties  of  protection. 

The  second  fallacy  is  that  the  unprotected 
manufacturer  has  only  a  small  market  because 
foreign  competition  is  allowed  to  enter  the  home 
market.  That  this  should  be  said  in  England  is  an 
illustration  of  the  unlimited  possibility  of  hallu- 
cination even  in  regard  to  matters  of  the  plainest 
fact.  The  Lancashire  cotton  industry  is  less 
subject  to  foreign  competition  in  free-trade  Britain 
than  is  the  protected  cotton  manufacture  of  the 
United  States.  In  that  country  the  imports  of 
cotton  manufactures  in  tlic  vcar  1907  were  valued 
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at  over  £14,000,000,  against  exports  valued  at  only 
£6,000,000  ;  while  in  Britain  the  total  imports  of 
cotton  manufactures  in  the  same  year  were  valued 
at  under  £10,000,000,  against  exports  valued  at 
£110,000,000.  And  of  the  £10,000,000  of  imports, 
£3,000,000  were  re-exported  !  Thus  the  tariffist 
argument  breaks  down  hopelessly  on  the  notorious 
statistical  facts,  as  officially  published  in  both 
countries  ;  and  this  even  as  regards  the  unpro- 
tected home  market  in  this  country. 

On  the  other  hand,  the  export  figures  show  that 
the  British  tradd  has  an  immensely  larger  foreign 
market  than  the  American — a  trade,  that  is,  in 
markets  where  they  compete  on  an  equality.  On 
the  theory  we  are  discussing,  the  protected 
American  trade  ought  to  undersell  the  British 
both  in  Britain  and  abroad  through  its  alleged 
power  to  produce  more  cheaply  by  reason  of  its 
large  secured  market.  It  does  nothing  of  the  kind. 
The  whole  thesis  is  a  hallucination. 

Tariffists,  pressed  upon  this  point,  fall  back 
confusedly  on  their  other  plea  that  the  British 
cotton  trade  had  a  '  start,'  thereby  in  effect 
stultifying  their  own  plea  that  a  tariff  can  secure 
a  start  for  a  new  industry.  A  start  that  defies 
protected  rivalry  for  a  hundred  years  would  seem 
to  make  protection  a  rather  hopeless  expedient. 
The  simple  fact  is  that  the  British  cotton  industry 
has  actually  done  what  the  tariffist  argument 
pretends  is  possible  only  under  protection.  With 
no   secured   market   whatever,    it   has   developed 
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large-scale  production  to  the  utmost.  Sheer 
competition,  under  free  trade  conditions,  has 
forced  the  industry  into  larger  and  larger  factories. 
But  no  '  start  '  could  have  retained  for  it  its 
supremacy  if  it  had  not  been  under  free  trade 
conditions.  These  conditions,  as  they  compel, 
preserve  for  it  the  lowest  costs  of  production  ;  and 
if  it  wanted  to  '  dump  '  systematically  it  could  do 
so  more  successfully  than  any  protected  com- 
petitor. 

But  now  we  come  to  the  third  fallacy  in  the 
theory  imder  notice.  That  theorem  assumes 
that  manufacturers  can  deliberately  plan  a  system 
under  which,  after  securing  all  their  profits  and 
their  establishment  costs  by  selling  dear  at  home, 
they  proceed  to  manufacture  as  nearly  as  possible 
gratis  in  order  to  sell  cheaply  abroad.  This  un- 
precedented form  of  philanthropy  exists  only  in 
the  imagination  of  the  framers  of  tariffist  theories. 
We  have  seen  how  a  professed  enterprise  of  that 
kind  on  the  part  of  the  American  Steel  Trust  in 
1903  was  turned  to  derision  by  the  course  of  events 
in  1904,  though  the  promise  was  avowedly  made 
with  a  view  to  keeping  up  employment  for 
American  workmen,  even  at  a  loss  to  the  employers. 
When  it  came  to  the  pinch,  even  the  heavy  hard- 
ship to  the  dismissed  employees  could  not  move 
the  employers  to  go  on  with  a  deliberate  policy  of 
manufacture  for  dumping.  Some  manufacturers 
have  been  alleged  to  make  goods  expressly  for 
'  reduction  sales  '  of  drapery  in  this  country.     But 
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in  the  terms  of  the  case  that  is  not  dumping.  It  is 
manufacture  for  a  profit. 

The  plain  truth  is  that  dumping  is  a  matter  of 
selHng  off  abroad  surplus  stocks  that  cannot  be 
sold  at  home.  There  have  been  times,  indeed, 
when  German  steel  and  iron  works  were  alleged  to 
go  on  manufacturing  though  they  could  sell  only 
at  bare  cost  or  less  than  cost,  because  the  banks 
which  financed  them  would  rather  bear  that  loss 
than  face  the  stoppage  of  the  works,  which  might 
have  meant  the  loss  of  all  the  capital  that  had 
been  advanced  to  them.  But  that,  plainly,  was 
not  a  fore-planned  course.  It  was  the  anxious 
expedient  of  industries  (protected  industries,  be  it 
remembered)  which  were  apprehensive  of  total 
ruin  if  they  suspended  work.  British  coal-mines 
and  cotton  factories,  again,  have  sometimes  been 
run  for  considerable  periods  in  bad  times  at  an 
actual  loss,  partly  in  order  to  save  their  workers 
from  destitution,  partly  in  order  to  avoid  the 
possibly  ruinous  loss  arising  from  total  stoppage. 
But  that  is  a  very  different  thing  from  the  tariffist 
fantasy  we  have  been  discussing. 

When  producers  dump  abroad,  then,  broadly 
speaking,  it  is  simply  to  '  cut  the  loss  '  they  have 
incurred  by  over-production.  They  feel  that  it  is 
a  bad  thing  for  themselves  to  dump  at  home,  and 
therefore  they  dump  abroad.  In  reality,  by  so 
doing  they  often  enable  a  foreign  industry  which 
uses  their  material  to  undersell  their  own  fellow- 
countrymen  who  also  use  it.    This  they  can  hardly 


DUMPING  165 

be  supposed  to  desire.  It  was  imports  of  cheap 
German  steel  that  enabled  the  British  tinplate 
industry  to  recuperate  after  the  McKinley  tariff  of 
1890  had  cut  off  their  exports  to  the  United  States. 
But  the  German  exporters  had  no  more  reckoned 
on  that  than  they  had  planned  or  hoped  to  '  kill ' 
the  British  steel  industry.  They  simply  sold  where 
they  could  because  they  had  to. 

Seeing  that  dumping  thus  always  tends  to 
(though  it  does  not  always  in  fact)  injure  the 
industry  that  is  dumped  against,  and  that  pro- 
ducing industries  everywhere  are  liable  to  be  thus 
injured  at  one  time  by  the  competitors  whom  they 
injure  at  another,  the  remedy  for  the  evil  is  plainly 
one  of  better  organisation  all  round,  with  an  eye  to 
avoiding  over-production.  That  is  doubtless  a 
difficult  matter  ;j  but  there  is  no  other  remedy. 
For  nothing  is  more  certain  than  the  avowed 
failure  of  even  high  tariffs  to  prevent  dumping  in 
protected  countries.  To  judge  from  their  own 
legislative  declarations,  no  countries  have  suffered 
more  from  dumping  than  Canada  and  the  United 
States.  It  is  thus  so  idle  a  thing  to  pretend  that 
a  tariff  of  10  or  even  20  per  cent  can  prevent 
dumping  in  Britain  that  the  profession  of  tariffists 
to  desire  only  a  10  per  cent  tariff  for  that  purpose 
is  open  to  the  most  severe  criticism.  In  point  of 
fact,  it  is  not  dumping  in  the  true  sense,  as  defined 
by  economists  and  legislators,  that  our  tariffists 
desire  to  be  protected  from.  They  desire  protec- 
tion from  all  foreign  competition  ;   and  when  they 
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use  the  word  they  really  mean  by  it  only  '  foreign 
competition,'  pure  and  simple. 

This  was  made  even  superfluously  clear  in  a 
recent  debate  in  the  House  of  Commons,  when  a 
reference  by  one  speaker  to  the  technical  definition 
of  dumping,  as  having  been  implied  in  the  Prime 
Minister's  promise  to  investigate  the  subject, 
elicited  from  a  tariffist  speaker  the  protest  tliat 
such  a  definition  could  not  be  accepted.  Dumping, 
he  said,  did  not  mean  selling  goods  in  this  country 
below  the  cost  of  production  in  the  countrj^  of 
origin  :  it  meant  selling  in  this  country  below  our 
cost  of  production.  The  rest  of  the  debate  went 
to  show,  what  was  well  known  long  ago,  that  the 
ordinary  tariffists  meant  by  dumping  the  offering 
of  goods  in  this  country  at  any  price  lower  than 
that  which  for  the  moment  yields  a  satisfactory 
profit  to  the  home  producer.  Thus  the  whole  of  the 
popular  polemic  about  dumping  is  a  simple 
political  deception. 

There  should  be  noted,  finally,  the  declaration 
by  several  American  economists  that  it  is  practi- 
cally impossible  legally  to  prove  dumping,  in  the 
strict  sense,  in  a  given  case.  The  dumper,  if  he  is  a 
middleman,  is  making  his  own  profit.  If  he  is  a 
producer,  he  can  use  the  tariffist  argument  that  he 
had  secured  his  profits,  interest  on  capital,  and 
establishment  charges,  by  his  sales  in  his  own 
country,  and  that  the  real  cost  of  his  production 
was  only  the  extra  labour  and  depreciation  of 
machinery  required  to  produce  the  surplus  which 
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he  is  selling  cheap  abroad.  Over  this  problem, 
anti-dumping  laws,  to  say  nothing  of  moderate 
tariffs,  are  impotent.  Tariffs  high  enough  to 
exclude  the  possibility  of  dumping  will  in  effect 
exclude  everything  in  the  nature  of  competition ; 
and  that  is  the  surest  way  to  set  up  decay  in 
industry  in  general,  an  evil  incomparably  greater 
than  any  that  can  be  pretended  to  be  caused  by 
dumping. 

To  this  objection  the  tariffist  sometimes  answers 
that,  given  protection,  industries  will  be  kept 
progressive  by  the  natural  pressure  of  home 
competition.  As  a  matter  of  fact  this  is  not  true. 
Protected  industries  in  our  own  and  many  other 
countries  have  in  a  multitude  of  cases  been  found 
to  degenerate  ;  and  where  they  do  not,  it  is  at 
least  as  often  through  pressure  of  foreign  com- 
petition as  through  that  of  the  native  producer. 
But  let  us  assume  that  the  tarifRst's  answer  is  true, 
and  go  on  to  ask :  How  does  home  competition 
operate  to  keep  an  industry  up  to  date  ?  and  we 
shall  get  at  the  essential  fact.  It  can  operate  only 
through  tlie  more  efTicient  producers  selling  cheaper 
than  the  less  efficient.  Tlierc  is  no  other  way  of 
forcing  the  latter  forward,  as  regards  productive- 
ness, tliougli  legislation  may  compel  employers  to 
be  progressive  as  regards  the  liealth  conditions  of 
their  works. 

We  tJuis  see,  then,  that  the  home  competition 
whichjis  said  to  be  good  and  necessary  does  the 
same  thing  for  tlie  backward  producer  as  foreign 
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competition  does.  It  undersells  him.  It  sells 
below  his  cost  of  production ;  and  he  is  thus 
compelled  either  to  go  out  of  business  or  reform 
his  methods,  or  his  plant.  The  goods  more 
cheaply  produced  by  his  home  competitor  are,  in 
the  sense  which  he  himself  has  been  giving  to  the 
word,  '  dumped  '  upon  the  market.  Against  the 
home  competitor  he  knows  he  has  no  remedy.  If, 
then,  we  give  him  or  his  fellow  producers  the 
remedy  they  want  against  the  foreign  competitor, 
it  is  obvious  that  it  mil  permit  of  their  all  shutting 
out  as  '  unfair  '  a  competition  which  is  simply 
more  efficient.  If  the  foreigner  employs  new 
machinery  and  better  organisation,  and  thereby  is 
able  to  produce  more  cheaply  ;  or  if  the  foreigner 
employs  more  taste  and  develops  more  skill  in 
handling  fabrics,  and  thereby  attracts  purchasers 
in  our  market  at  points  where  the  home  production 
is  less  attractive,  his  competition  will  be  excluded 
all  the  same  if  the  tariffist  gets  his  way  about  what 
he  loosely  calls  dumping. 

Tariffists  tacitly  admit  that  this  would  be  a 
false  policy  when  they  fall  back  on  the  plea  that 
the  foreigner  competes  unfairly  by  means  of  cheap 
labour.  We  have  seen  already  the  gross  self- 
contradiction  here  involved.  It  is  the  tariffists 
themselves  who  have  been  telling  us  that  where 
industry  is  protected  by  a  tariff  the  workers  are 
better  paid.  But  those  dumped  goods  about  which 
they  are  complaining  have  been  produced  in 
tariffed  countries.    Then  we  get  the  new  gambit  : 
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it  is  not  cheap  labour,  but  the  cheap  production 
which  becomes  possible  only  under  tariffs,  that 
enables  the  foreigner  to  dump.  The  tarifflst 
argument  is  thus  a  kind  of  three-card-trick.  We 
have  seen  that  both  pretexts  are  false,  absurd,  and 
self-contradictory.  A  policy  so  advocated  stands 
convicted  of  bad  faith,  and  should  be  rejected. 


CHAPTER  X 

KEY   INDUSTRIES 

A  GREAT  deal  of  discussion  has  taken  place 
during  and  since  the  war  on  what  are 
variously  called  '  key  industries,'  '  pivotal  indus- 
tries,' and  '  essential  industries.'  Various  lists 
have  been  drawn  up,  one  of  which  will  be  found  in 
the  Report  of  the  Committee  of  Inquiry  presided 
over  by  Lord  Balfour  of  Burleigh  during  the  war. 
It  runs  : — 

Synthetic  dyes.  Optical  and  chemical  glass. 

Spelter.  Hosiery  needles. 

Tungsten.  Thorium  nitrate. 

Magnetos.  Limit  and  screw  gauges. 

Certain  drugs. 

If  we  analyse  this  list  we  find  that  most  of  the 
things  are  wanted  mainly  for  military  reasons,  as 
being  essential  to  the  country  when  it  is  at  war  ; 
though  some  of  them,  such  as  synthetic  dyes,  are 
essential  to  our  textile  industries  in  peace,  besides 
being  connected  with  the  chemical  side  of  the 
production  of  munitions.  Before  the  war  that 
industry,  and  the  production  of  optical  and 
chemical  glass,  certain  drugs,  hosiery  needles,  etc., 
had  been  mainly  concentrated  in  German  or 
Austrian  hands  ;   and  we  had  much  ado  to  manu- 
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facture  for  ourselves.  As  regards  most  of  the 
things  we  succeeded,  '  regardless  of  expense.'  It 
is  still  very  uncertain,  however,  how  far  our 
producers  are  capable  of  making  certain  dyes  and 
drugs,  chemical  and  optical  glass,  and  so  on,  as 
cheaply  as  they  may  be  produced  by  our  sometime 
enemies  ;  and  on  this  score,  as  on  so  many  others, 
it  is  argued  by  tariflfists  that  we  ought  to  protect 
those  '  key  '  or  '  essential '  industries  by  a  tariff. 

Some  time  may  be  saved  by  waiving  the  question 
as  to  whether  we  really  require,  after  the  Treaty  of 
Peace,  to  go  on  preparing  vigilantly  and  expensively 
for  the  next  war.  If  that  is  to  be  our  policy  all 
round,  the  plain  probability  is  that  before  very 
long  our  financial  troubles  will  be  such  that  fiscal 
policy  will  have  become  a  very  secondary  matter. 
By  the  Peace  Treaty  the  Allies  have  beneficently 
relieved  Germany  of  all  military  burdens  worth 
considering.  She  is  not  to  be  allowed  to  spend  on 
armaments  beyond  a  very  small  sum.  She  will 
thus  be  enabled  to  concentrate  all  her  labour 
power  on  production — if,  that  is,  she  is  allowed  to 
get  the  requisite  raw  materials.  If  she  is  not,  the 
Allies  will  certainly  get  no  indemnities  beyond 
such  raw  material  as  they  may  have  the  sense  to 
exact  Irom  her,  and  the  bullion  and  other  existing 
articles  of  value  wliich  they  may  compel  her  to 
hand  over.  In  the  him]),  tlie  latter  values  would  not 
come  to  a  hundredth  part  of  the  indemnity  that  has 
been  specified. 

Presumably,  then,  Germany  will  be  allowed  in 


172  FREE  TRADE 

time  to  get  her  raw  materials  in  the  way  of 
business,  like  other  countries.  If  she  then  gets 
vigorously  to  work,  freed  from  the  burdens  of  a 
great  army  and  navy,  whatever  indemnities  she 
ma}'  be  paying,  she  will  at  least  have  on  foot  an 
active  industry,  especially  if,  as  her  Government 
lately  announced  to  be  their  intention,  she  adopts 
free  trade.  Should  we,  in  the  face  of  that  industrial 
competition,  continue  to  spend  enormously  on 
artillery,  aeroplanes,  ships  of  war,  and  fighting 
men,  with  or  without  conscription,  we  stand  a  fair 
chance  of  being  worse  off  than  the  defeated  enemy. 
Either  the  Allies  •will  take  the  bulk  of  the  pro- 
posed indemnities  in  the  form  of  German  manu- 
factures, which  will  compete  with  their  own,  or 
they  will  go  without  it.  And  even  then,  German 
industry  will  be  producing  for  the  markets  of  the 
neutrals  and  her  former  Allies,  and  for  the  non- 
European  markets,  free  from  certain  heavy 
national  burdens  which  we  shall  be  bearing. 

The  question,  then,  is  one  of  common-sense 
policy,  as  to  which  the  electorate  must  make  up  its 
mind.  If  it  decides  for  the  policy  of  armaments,  it 
will  be  committed  to  keeping  on  foot  all  those 
military  industries  above  enumerated,  to  say 
nothing  of  munition  factories  proper,  a  colossal 
fleet,  and  a  large  armed  force,  withdrawn  from 
productive  industry.  It  will  also  be  committed  to  a 
system  either  of  protective  duties  on  food  or  of 
bounties  to  farmers  such  as  were  provided  for  by 
the  Corn  Production  Act  during  the  war.     For,  if 
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we  are  to  treat  as  essential  industries,  to  be  main- 
tained at  home  on  the  largest  possible  scale  at  any 
cost,  all  those  industries  which  were  vital  to  our 
existence  during  the  last  war,  agriculture  must  be 
put  at  the  head  of  the  list.  In  that  case,  whether 
we  resort  to  bounties  or  to  tariffs,  we  shall  either 
have  dear  bread  and  dear  beef  in  addition  to  our 
other  blessings  of  peace,  or  bread  and  beef  at  world 
prices  with  an  immense  annual  dole  '  to  agriculture,' 
which  will  really  mean  '  to  landlords  ' — unless 
indeed  we  nationalise  land  or  economic  rent. 

As  regards  the  other  military  industries  in  the 
above  list,  however,  it  may  be  well  to  point  out 
that  subsidies  will  be  both  a  more  economical  and  a 
more  sensible  way  of  keeping  them  on  foot  than  a 
tariff.  Field  glasses  for  the  army,  for  instance,  can 
be  produced  in  State  factories.  These  will  probably 
be  costly,  though  this  is  not  absolutely  necessary. 
If  they  really  were  to  produce  economically  as  well 
as  efficiently,  the  private  producers  of  the  same 
articles  would  complain  if  the  State-produced 
articles  competed  with  theirs  in  the  general 
market.  If,  on  the  other  hand,  the  private  manu- 
facturers can  produce  the  goods  as  cheaply  and 
efficiently  as  the  foreigner  does,  there  will  be,  in  the 
terms  of  the  case,  no  need  for  a  tariff,  and  no  need 
for  State  factories.  Either  way,  it  would  be  folly 
to  put  on  a  tariff.  Either  it  will  keep  out  foreign 
goods  or  it  will  not.  If  it  docs  not,  the  result  will 
be  simply  that  the  home  producer,  getting  a  higher 
price,  will  not  be  compelled  to  do  his  best.     If  it 
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does  keep  out  the  foreign  goods  altogether,  we 
sliall  never  know  what  is  the  best  article.  A 
simple  subsidy  to  the  State  factory,  in  case  we 
cannot  produce  as  cheaply  as  the  foreigner,  will 
be  the  reasonable  course,  assuming  that  we  are 
committed  to  permanent  militarism  as  long  as  our 
State  can  keep  going  on  that  hopeless  footing.  If 
on  the  other  hand  we  can  produce  as  cheaply  as 
the  foreigner,  there  is  no  need  for  either  subsidy 
or  tariff. 

When  we  come  to  the  industries  which  connect 
with  our  great  staple  production,  the  case  is  still 
clearer.  A  State-aided  concern  for  the  making  of 
dyes  was  established  early  in  the  war  ;  and  now 
that  we  are  at  peace,  unless  it  is  to  be  devoted  as 
largely  to  munitions  as  it  was  during  the  war,  it  is 
more  or  less  free  to  produce  dyes  for  our  manu- 
facturers. It  remains  to  be  seen  how  its  prices  and 
its  products  ^vill  compare  with  those  of  similar 
concerns  in  America  and  on  the  Continent.  But 
whatsoever  may  be  the  result,  it  is  perfectly  clear 
that  there  must  be  no  tariff  on  dyes  and  colours 
and  chemicals.  As  it  is  put  by  the  Balfour  Com- 
mittee in  their  report,  our  cotton  and  woollen 
industries  must  have  their  dyes  '  at  bedrock 
prices.'  It  is  that  or  nothing.  If  Germany  can 
supply  her  own  and  other  Continental  manu- 
facturers with  either  better  or  cheaper  dyes  than 
are  supplied  to  ours,  the  latter  will  be  fatally 
handicapped  in  their  competition.  Here  we  come 
to  a  fence  that  tariffism  cannot  jump.    The  cotton 


KEY  INDUSTRIES  175 

trade,  though  it  has  full  command  of  the  great  home 
trade,  is  emphatically  an  export  trade.  Put  it  at 
a  disadvantage  there,  and  one  of  our  great  staple 
industries  is  in  mortal  danger.  It  has  difficulties 
enough  to  face  without  having  its  costs  of  pro- 
duction increased  by  a  tariff. 

Dyes,  it  is  obvious,  must  be  allowed  to  come  in 
at  the  '  world  price.'  After  all  that  has  been  said 
about  our  duty  of  not  buying  German  goods,  the 
fact  obtrudes  itself  that  our  manufacturers  will 
want  to  buy  them — must  buy  them  if  they  can  get 
them — unless  we  can  produce  dyes  as  good  and  as 
cheap  at  home.  The  State  subsidy,  then,  must  be 
continued  until  it  is  ascertained  whether  or  not  the 
subsidised  industry  can  stand  on  its  own  feet  ;  and 
in  the  meantime  it  would  be  simply  suicidal  either 
to  prohibit  or  to  burden  the  importation  of  foreign 
dyes.  If  the  chemical  houses  of  Germany  were 
bent  on  being  hostile,  they  might  conceivably  take 
the  course  of  keeping  their  dyes  for  themselves. 
Probably  they  will  do  nothing  of  the  kind,  being 
now  more  than  ever  concerned  about  the  first 
function  of  the  trader,  which  is,  to  make  money. 
Were  they  to  refuse,  it  would  be  doubly  necessary 
to  proceed  with  the  State-subsidised  production. 
But  whether  or  not  we  decide  permanently  to  nm 
the  State-aided  works  even  at  a  loss,  in  the  mean- 
time the  product  of  all  rival  countries  must  have 
entry  in  order  that  our  textile  makers  shall  know 
where  they  stand  as  to  foreign  competition.  The 
buyers  of  our  cottons  in  India  and  the  East  will 
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take  that  which  best  pleases  them,  or  is  lowest 
priced  ;  and  where  prices  are  equal  they  will  choose 
the  more  attractive.  Dyes,  then,  we  must  have, 
on  the  best  possible  terms. 

It  now  begins  to  be  clear,  further,  that  tariffs 
upon  any  other  articles  essential  to  cheap  pro- 
duction of  textiles  are  inadmissible,  for  the  kind 
of  reason  just  given.  The  cotton  industry  uses  not 
only  dyes  but  colours,  size,  bleaching  chemicals, 
machinery,  leather  belting,  lubricants.  Let  the 
costs  of  these  mount  much,  and  prices  must  mount 
too.  Thus  the  whole  problem,  alike  of  key 
industries  and  of  industries  in  general,  falls  into 
one  focus.  Wherever  an  industry  manufactures 
for  both  the  home  and  the  foreign  market,  it 
cannot  be  protected  for  the  home  market,  in 
common  with  others,  save  at  the  cost  of  crippling 
it  for  export  trade.  This  crux  the  tariffist  propa- 
ganda absolutely  ignores  ;  and  the  appeal  on  behalf 
of  key  industries  is  simply  a  section  of  that  propa- 
ganda that  seeks  to  trade  specially  on  patriotic 
sentiment. 

This  fact  was  brought  out  as  clearly  as  the  real 
feeling  of  tariffists  in  regard  to  dumping,  in  the 
recent  House  of  Commons  debate  (24  June,  1919) 
already  referred  to.  It  was  there  declared  in 
express  terms  that  just  as  the  tarifiist  regards  all 
foreign  competition  as  dumping,  so  he  regards  all 
home  industries  as  key  industries.  "  What  we 
mean  by  key  industries,"  declared  one  prominent 
tariffist  member,  "  is  all  industries—any  industry 
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which  needs  protection.  I  do  not  apologise  for 
having  been  a  protectionist.  I  have  always 
advocated  a  tariff  as  a  means  of  protection.  I  do 
so  to-day."  The  significance  of  this  avowal  is  not 
altered  by  the  fact  that  the  same  member,  a  few 
moments  later,  predicted  that  "  our  markets  and 
our  country  will  be  exposed  to  American  com- 
petition, not  only  in  general  produce  in  a  Avider 
sense,  but  there  will  also  be  competition  against 
our  key  industries."  These  self-contradictions  are 
customary  in  tariffist  propaganda  ;  and  the  fact 
remains  that  the  representative  tariffist  in  question 
honestly  regards  as  key  industries  all  industries 
requiring  (that  is,  seeking)  protection.  It  was  the 
same  speaker  who  insisted  that  dumping  must  be 
held  to  mean  the  selling  of  goods  in  this  country 
under  our  cost  of  production. 

That  he  did  not  stand  alone  as  to  the  tariffist 
interpretation  of  either  phrase  was  soon  put  beyond 
doubt  by  another  speaker  in  the  same  debate,  who 
went  even  further.  "  In  my  opinion,  and,  I  think, 
in  the  opinion  of  any  sane  member  of  the  British 
Empire,"  declared  the  second  hon.  member,  "  any 
industry  which  employs  labour  is  of  very  necessity  a 
key  industry  in  this  country.  So  far  as  the  word 
'  dumping  '  is  concerned,  if  manufactured  goods 
come  into  this  country  to  be  sold  at  less  than  the 
price  at  which  they  can  be  manufactured  in  this 
country,  that  is  dumping,  and  they  should  be  taxed 
and  dealt  with  accordingly."  It  would  appear, 
then,  that  the  general  propaganda  in  favour  of  the 
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prevention  of  dumping  and  the  protection  of  key 
industries  by  means  of  a  tariff  has  been  a  process 
of  deception  so  far  as  the  effect  on  the  general 
pubhc  is  concerned,  though  doubtless  the  poli- 
ticians who  have  carried  it  on  were  quite  un- 
conscious of  the  mystification  they  were  setting 
up,  having  never  had  any  clear  idea  about  the 
terms  they  used. 

But  it  is  by  such  tactics  as  these  that  opinion 
has  during  the  war  and  since  the  war  been  manipu- 
lated in  favour  of  a  resort  to  a  system  of  tariffs  for 
Britain.  As  we  have  seen,  not  one  of  the  argu- 
ments used  will  bear  examination.  They  either 
confute  themselves  or  contradict  each  other. 
Minds  which  had  remained  firm  in  defence  of  free 
trade  during  a  political  conflict  of  ten  years  have 
been  unbalanced  by  appeals  to  natural  feeling 
against  the  great  enemy  ;  and  are  inclined  to  a 
change  of  policy  by  way  of  continuing  after  the 
war  the  severance  of  commercial  intercourse.  But 
the  Treaty  of  Peace  has  put  out  of  the  question  any 
special  discrimination  against  German  trade  on  the 
part  of  the  Allies  ;  and  if  there  is  to  be  a  tariff  it 
must  be  an  all-round  one.  Such  a  tariff  has  been 
practically  prepared  for  by  the  measures  of 
Imperial  Preference  introduced  in  the  Budget  : 
they  presuppose  an  extension  of  protective  tariffs. 
And  as  a  matter  of  fact  our  trade  has  for  the  time 
being  much  more  active  competition  to  expect 
from  the  United  States  in  Europe  and  from  Japan 
in  the  East  than  from  Germany.     This  has  been 
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made  clear  by  the  Report  of  the  Balfour  Com- 
mittee as  well  as  by  the  news  of  American  trade 
enterprise  in  Europe  since  the  armistice. 

The  appeal  to  anti-German  feeling,  then,  is  as 
deceptive  as  the  appeals  to  prevent  dumping  and 
to  protect  '  key  industries.'  All  the  three  menaces 
thus  traded  upon  are  illusory.  Against  German 
goods  which  they  do  not  need,  the  people  of  Britain 
can  protect  themselves  in  the  simplest  way  by  not 
buying  them.  Meantime  the  gravest  of  all  dangers, 
the  danger  of  our  losing  the  key  position  of  our 
industrial  and  financial  strength,  comes  ever 
nearer  to  an  unprepared  electorate.  The  destinies 
of  Britain  are  in  the  balance. 


CHAPTER  XI 


THE    HOME    MARKET 


JT  remains  to  consider  comprehensively,  witli 
special  regard  to  the  problem  of  fiscal  policy, 
the  interests  of  the  nation  as  a  whole,  which  are 
so  little  regarded  by  tariffist  propaganda  in  any 
country. 

In  some  countries,  indeed,  the  need  for  creating 
variety  of  occupation,  and  so  at  once  promoting 
the  civilisation  and  increasing  the  means  of  sub- 
sistence of  the  people,  has  been  made  a  main 
ground  of  protectionist  policy.  And  for  this,  in  the 
case  of  a  '  new  '  country,  there  is  something  to  be 
said.  Long  ago,  the  poet  Spenser  pointed  to  the 
exclusively  pastoral  life  of  the  people  of  Ireland  in 
his  day  as  a  drawback  to  their  moral  and  mental 
culture  :  a  population,  he  saw,  needed  trades  and 
arts  and  handicrafts  to  raise' the  level  of  its  intelli- 
gence and  culture.^  Well  would  it  have  been,  indeed, 
both  for  England^  and  Ireland,  had  the  poet's 
precept  been  followed  by  the  dominant  country 
when,  in  a  later  age,  part  of  the  people  of  Ireland 
spontaneously  turned  to  commerce  and  manu- 
factures like  the  men'' of  other  nations.  When  they 
sought  thus  to  become  industrial,  the  blind  com- 
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mercial  jealousy  of  English  traders  employed 
against  them  the  legislative  power,  and  for  more 
than  a  century  their  industries  were  stifled.  At 
such  a  policy,  Spenser  would  have  been  horrified. 

In  the  early  stages  of  such  communities  as  the 
United  States  and  Australia,  electorates  readily 
take  measures  to  establish  an  artisan  population, 
objecting  to  remain  wholly  pastoral  and  agri- 
cultural peoples.  But  long  after  protective  tariffs 
have  been  established,  rigJitly  or  wrongly,  with 
such  motives,  it  can  be  seen  that  the  non-protected 
population  is  being  victimised  in  perpetuity  to 
aggrandise  the  rest.  At  first  they  may  have 
willingly  made  sacrifices  to  widen  the  bounds  of 
their  national  life.  But  long  after  that  purpose 
has  been  achieved  they  find  themselves  more 
heavily  taxed  than  ever  to  support  classes  that 
ought  to  be  self-supporting  ;  and  the  arrangement 
is  plainly  not  an  honest  one. 

Professor  Marshall  has  told  how  in  1875  he  went 
to  America  to  study  the  effect  of  protective  duties 
there,  being  much  impressed  by  the  arguments  of 
Carey  and  others  on  the  subject.  "  I  came  back," 
he  writes,  "  convinced  that  a  protective  policy  in 
fact  was  a  very  different  thing  from  a  protective 
policy  as  painted  by  sanguine  economists,  such  as 
Carey  and  his  followers,  who  assumed  that  all  other 
people  would  be  as  upright  as  they  knew  them- 
selves to  be.  I  found  that,  however  simple  the 
plan  on  which  a  protective  policy  started,  it  was 
drawn  on  irresistibly  to  become  intricate  ;    and  to 
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lend  its  chief  aid  to  those  industries  which  were 
already  strong  enough  to  do  without  it.  In  becoming 
intricate  it  became  corrupt  and  tended  to  corrupt 
general  politics.  On  the  whole,  I  thought  that  the 
moral  harm  far  outweighed  any  small  net  benefit 
which  it  might  be  capable  of  conferring  on  American 
industry  in  the  stage  in  which  it  was  then.  Sub- 
sequent observation  of  the  course  of  politics  in 
America  and  elsewhere  has  strengthened  this 
conviction." 

Even  apart  from  corruption,  the  system  as  a 
whole  is  unjust.  A  generation  ago  Henry  George 
pointed  out  that  in  the  United  States  only  one 
person  in  twenty-seven  could  possibly  benefit  in 
any  way  from  the  tariff.  Farmers  could  not  be 
protected,  save  as  regards  their  wool,  since  the 
States  imported  no  cereals.  Neither  could  farm 
hands,  cattle-breeders,  miners,  railwaymen,  dairy- 
men, lumbermen,  growers  of  cotton  and  tobacco, 
market -gardeners,  carpenters,  masons,  bricklayers, 
house-painters,  drivers  of  transport,  domestic 
servants,  civil  servants,  professional  men,  teachers, 
artists,  shopkeepers,  clerks,  compositors,  pensioners 
and  the  mass  of  elderly  people  living  on  their 
savings.  The  traders  who  could  be  protected  by 
tariffs  formed  but  a  small  minority  of  the  total 
population. 

Thus  the  phrase,  '  protect  the  home  market,' 
is'  one  of  the  hundred  deceptions  of  protectionist 
special  pleading.  It  should  run  :  '  protect  the 
trades    which    want    a    monopoly    in    the    home 
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market  against  foreign  competition.'  The  home 
market,  rationally  defined,  consists  of  the  aggre- 
gate of  consumers,  of  whom  the  protected  pro- 
ducers are  a  small  fraction.  And  among  these 
protected  producers,  the  lion's  share  goes  not  to 
labour  but  to  the  capitalist.  Long  ago  an  American 
humorist  summed  up  that  the  tariff  had  created  a 
millionaire  in  every  village.  This  was  of  course  an 
over  estimate.  Village  life  in  the  States  was  kept 
pinched  because  everybody  had  to  pay  artificially 
high  prices  for  all  manufactures.  But  in  the  towns 
the  millionaires  multiplied ;  and  latterly  the 
'  tramp '  population  of  the  States  has  been 
estimated  at  from  one  to  two  millions.  Millionaires 
and  tramps,  both  unknown  a  century  ago,  have 
been  prominent  features  of  tariffed  American  life. 

The  American  people,  certainly,  would  never 
have  tolerated  as  our  forefathers  did  the  frightful 
suffering  so  long  inflicted  by  the  British  Corn  Laws ; 
but  in  modern  times  they  have  been  as  flagrantly 
plundered  by  their  peace-profiteers  as  any  popula- 
tion in  Europe.  What  happened  after  the  impo- 
sition of  the  McKinley  Tariff  in  1891  to  the 
American  canning  industry  may  serve  as  an 
illustration.  That  tariff  included  heavy  duties  on 
imported  tin-plates,  in  the  interest  of  the  home 
industry ;  and,  after  an  immense  preliminary 
importation  between  the  passing  of  the  Act  and 
the  date  of  its  operation,  the  export  of  British  tin- 
plates  to  the  States  virtually  ceased.  In  that 
preliminary  year  alone,  the  American  users  of  cans 


184  FREE  TRADE 

had  to  pay  o^'cr  6,000,000  dollars  extra  for  their 
cans,  all  of  which  went  into  the  pockets  of  the  tin- 
plate  trade,  and  none  to  the  State.  The  American 
price  thus  rose  enormously,  with  the  result  that 
all  over  the  States  millions  of  dollars'  worth  of 
food  produce — in  particular  fruit  and  vegetables — 
liad  to  be  allowed  to  rot  because  the  enhanced  price 
of  the  cans  for  preserving  it  destroyed  the  possi- 
bility of  profit  for  the  canners.  A  heavy  blow  was 
thus  struck  at  one  of  the  great  national  industries 
— employing  2,000,000  people  as  against  16,000 
employed  in  the  tin-plate  trade — upon  the  plea  of 
'  securing  the  home  market  '  for  a  small  one. 

When  the  American  export  trade  in  canned 
provisions  was  thus  struck  down,  the  overthrown 
tin-plate  trade  in  Wales  bethought  itself  of  finding 
new  markets.  In  Central  and  South  America,  in 
New  Zealand,  Tasmania,  Austraha,  and  elsewhere, 
there  were  provisions  which  could  be  canned  in 
the  American  fashion  ;  and  to  the  producers  of 
these  provisions  the  British  tin-plate  makers  offered 
tin  for  cans  at  much  lower  rates  than  were  being 
charged  for  it  in  the  States  under  the  McKinley 
tariff.  In  1892,  accordingly^  the  duty  had  to  be 
cut  down  by  one-half ;  but  it  was  too  late.  The 
result  of  the  first  blow  was  the  development  of  a 
group  of  great  rival  canning  industries  in  other 
parts  of  the  world,  which  forced  alike  tin-plate 
makers  and  canners  in  the  United  States  to  cut 
down  their  prices  heavily  in  order  to  have  any 
export  trade  at  all.    That  the  world  in  the  end  thus 
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gained  was  no  ground  for  thanks  to  the  American 
tariffists  who  plundered  and  injured  their  own 
provision  industry  in  order  to  enrich  their  tin-plate 
makers.  In  the  case  put,  a  tariff  could  have  done 
nothing  for  the  British  tin-plate  makers.  They 
retrieved  themselves  by  their  own  enterprise ;  and 
in  1908  there  were  440  tin-plate  and  steel-sheet 
works  going,  as  against  322  in  1898. 

In  America,  on  the  other  hand,  hundreds  of  men 
had  been  made  bankrupt  by  the  initial  blow  which 
wasted  immense  values  in  provisions.  Here  the 
question  arises  whether  the  British  people  would 
have  submitted  to  what  their  kinsfolk  tolerated 
in  the  Republic.  There,  it  would  seem,  the  wide 
practicability  of  '  graft  '  prevents  any  such  fierce- 
ness of  resentment  as  might  conceivably  be  felt  by 
Britons  (this  is  a  monition  as  regards  the  future) 
if  they  found  themselves  ruined  by  the  fiscal 
operations  of  tariflists.  However  that  may  be, 
the  number  of  men  who  have  been  ruined  by 
tariffs  in  the  States  must  be  great.  The  years  1893 
and  1896  showed  the  largest  number  of  business 
failures  hitherto  recorded  in  the  history  of  that 
country. 

In  our  own  country,  as  we  have  seen,  there  is 
absolutely  no  case,  on  a  historical  survey,  for  a 
reversal  of  fi'ce  trade  policy.  Whatever  have  been 
our  latter-day  social  troubles,  they  have  been 
incomparably  less  heavy  than  those  of  the  age  of 
protection  ;  and  the  lot  of  our  people  has  been 
progressive!}'     better    than     that    of    any     other 
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industrial  population  in  Europe.  Nor  is  it  the 
mass  of  the  workers,  even  in  the  trades  for  which 
protection  is  being  asked  by  sections  of  employers, 
who  call  for  a  tariff.  All  the  more  intelligent 
artisans  in  the  large  industries  know  that  they 
have  nothing  to  gain  by  it.  If,  by  means  of 
protective  duties,  the  relatively  small  quantities 
of  cottons  and  woollens  that  come  into  this  country 
were  kept  out,  the  result  would  be  an  increase  not 
only  in  the  price  of  the  home-made  goods  that 
compete  with  these  but  in  the  price  of  cotton  and 
woollen  goods  in  general.  The  public,  then,  would 
not  buy  more  cottons  and  woollens,  and  labour 
would  gain  nothing.  Some  scores  or  hundreds  of 
manufacturers  would  make  large  profits  ;  and 
many  thousands  of  poor  people  would  be  pinched  : 
that  would  be  all. 

The  great  majority  of  the  town  workers  would 
not  get  even  the  shadow  of  protection.  Railway- 
men  and  coalminers  could  have  none — unless  the 
shortage  of  coal  output  brings  us  to  the  point  of 
desiring  to  import  coal  from  America.  The  ship- 
building industry  could  get  nothing  from  pro- 
tection :  it  would  only  incur  unemployment  from 
import  duties  on  steel  and  iron.  Save  for  the 
possibility  of  protecting  agriculture  by  import 
duties  on  corn  and  meat  and  dairy  produce  and 
vegetables,  the  mass  of  our  population  is  no  more 
'  protectable '  than  that  of  the  States.  It  is 
claimed,  indeed,  that  new  industries,  giving  new 
employment,  could  be  set  up  under  a  tariff  ;    but 
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it  is  hardly  necessary  to  point  out  that  such  employ- 
ment would  be  a  mere  trifle  in  comparison  with  the 
new  employment  that  was  constantly  arising 
under  free  trade  before  the  war.  The  one  industry 
of  film-pictures,  unprotected  and  unprotectable, 
has  in  ten  years'  time  made  employment  for  many 
thousands. 

And  why,  let  us  ask,  should  we  tax  the  nation 
in  the  mass  to  set  up  a  few  new  industries  which, 
by  the  very  nature  of  the  case,  must  mean  a  less 
advantageous  employment  of  labour  and  capital 
than  that  which  actually  goes  on  ?  Such  employ- 
ment means  national  loss ;  and  where  is  it  to  end  ? 
Are  we  to  follow  the  lead  of  the  politicians  who 
would  tax  all  goods  that  foreigners  can  produce 
more  cheaply  than  we  ?  At  that  rate  we  shall  end 
in  grooving  not  only  our  own  beetroot  but  our  own 
oranges  and  our  own  tobacco.  We  are  sometimes 
told  that  because  Germans  are  willing  (or  were, 
while  they  had  a  tariff)  to  pay  a  higher  price  than 
our  traders  could  afford  for  the  limited  supply  of 
palm  kernels  exported  from  our  West  African 
territory,  we  ought  to  maintain  an  export  duty 
on  all  kernels  sold  outside  the  Empire.  Such  a 
duty  was  actually  proposed  during  the  war,  with  the 
prospect  of  closing  tlie  Dutch  market  to  our  West 
African  subjects,  thus  lowering  the  price  against 
them,  and  so  arousing  '  sedition  '  where  there  was 
no  sedition  before. 

To  maintain  sucJi  a  (hity,  at  sueli  a  ])olitical 
cost,  would  be  us  bad  colonial  policy  as  it  is  bad 
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national  finance.  The  proper  course  for  a  Govern- 
ment intelligently  concerned  about  '  developing  the 
resources  of  the  Empire '  would  be  to  take 
measures  to  increase  indefinitely  the  production 
of  palm  kernels  in  West  Africa,  and  to  multiply 
tropical  produce  wherever  possible.  The  produc- 
tivity of  Africa  is  immeasurable  ;  and  to  develop 
that  would  be  an  incomparably  worthier  occupa- 
tion for  a  British  Government  than  to  set  about 
monopolising  one  line  of  African  produce,  to  the 
loss  and  exasperation  of  our  native  subjects,  in  the 
supposed  interests  of  a  new  British  industry. 

It  is  infinitely  more  important,  as  well  as  more 
profitable,  to  secure  the  best  life  conditions  for  the 
inhabitants  of  the  Empire  both  at  home  and 
abroad.  Every  measure  that  artificially  raises 
prices,  unless  it  be  mth  the  direct  aim,  and  result, 
of  improving  life  conditions,  is  really  a  worsening 
of  life  conditions.  After  many  years  of  under 
payment  of  our  school  teachers,  we  passed  during 
the  war  an  Act  which  among  other  things  was  to 
secure  for  them  better  salaries.  But  a  continuous 
rise  in  the  cost  of  living  is  already  beginning  to 
undo  the  improvement  ;  and  there  faces  us,  not 
only  here  but  in  regard  to  wages  in  general,  the 
prospect  of  a  fatal  circle  of  economic  movement, 
in  which  an  unwise  fiscal  policy  raises  prices,  with 
the  effect  of  eliciting  a  general  demand  for  raised 
wages  and  salaries,  which  again  will  lead,  unless 
the  plain  lesson  be  learned,  to  further  evil  devices 
to  raise  prices  higher  still. 
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Thus,  upon  the  pretext  of  preserving  the  home 
market,  the  home  market  will  be  made  steadily 
worse  for  all  concerned,  while  the  foreign  market, 
in  which  during  half  a  century  the  nation  collec- 
tively gained  wealth  and  credit  attained  by  no 
other  in  Europe,  will  be  progressively  lost  like- 
wise. The  mere  possibility  of  such  a  sequel  to  the 
winning  of  the  World  War  is  enough  to  justify  the 
most  earnest  appeal  to  the  nation  to  take  heed  to 
its  course.  On  the  other  hand,  as  we  shall  see 
when  we  study  the  problem  of  '  export  of  capital,' 
free  trade  conditions  are  demonstrably  the  best  for 
attracting  to  our  country  the  foreign  capital  of 
which  it  stands  in  need. 


CHAPTER  XII 

THE   EXPORT  OF    CAPITAL 

IN  the  years  of  discussion  on  tariffs  before  the 
war,  as  before  noted,  much  use  was  made  on 
the  protectionist  side  of  the  argument  that  free 
trade  resulted  in  a  large  '  export  of  capital '  to 
foreign  countries,  thereby  depriving  home  indus- 
tries of  capital  either  useful  or  necessary  to  them 
for  their  upkeep  and  expansion.  No  argument  so 
variously  fallacious,  perhaps,  was  ever  employed 
in  the  advocacy  of  protection  ;  and  it  is  doubtful 
whether  it  will  be  again  resorted  to  in  this  country. 
During  the  war,  our  '  exported  '  capital  was  one  of 
the  main  factors  that  stood  between  us  and  ruin. 
In  the  United  States  in  particular,  the  owning  of 
American  and  other  foreign  securities  by  British 
investors  made  possible  our  immense  financial 
transactions  at  the  stage  before  the  States  entered 
the  war.  But  even  if  there  had  been  no  war,  the 
argument  we  are  considering  stood  convicted  at 
once  of  economic  fallacy  and  of  extreme  incon- 
sistency. 

Let  us  first  consider  the  circumstances  under 
which  capital]ever  is  or  can  be  exported.  Obviously 
this  takes  place  when  a  foreign  loan  is  floated  in 
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any  country.  How  is  the  loan  made  ?  Once,  in  the 
House  of  Commons,  a  member  of  ParUament  of 
Uterary  distinction  was  asked  Iiow  he  supposed  a 
loan  by  investors  in  this  country  to  a  South 
American  Government  was  effected.  "  By  the 
transmission  of  credit  paper,"  was  his  prompt 
answer.  It  had  to  be  pointed  out  to  him  (1)  that 
the  South  American  Government  was  not  borrow- 
ing scraps  of  paper  ;  (2)  that  it  wanted  large  funds  ; 
and  (3)  that  these  funds  were  to  be  expended  in  a 
certain  way.  So  far  as  British  lenders  were  con- 
cerned, then,  the  loan  must  go  out  either  in 
bullion  or  in  actual  goods  which  were  worth 
bullion  to  the  South  American  people. 

Now,  the  exact  form  in  which  a  public  loan  is 
made  from  this  country  will  be  determined  at  the 
moment  by  all  the  special  circumstances,  financial 
and  commercial.  If  it  will  be  profitable  at  the  time 
for  British  exporters  to  send,  and  for  the  importers 
in  the  borrowing  country  to  buy,  any  form  of 
British  produce  required  in  that  country,  the 
transaction  will  in  part  take  that  form.  It  might, 
again,  take  the  form  of  the  sending  of  foreign  or 
colonial  produce  which  was  in  store  here  for  re- 
export. If,  however,  the  purpose  of  the  loan,  as 
often  happens,  is  the  construction  of  a  new  State 
railway  in  the  borrowing  country,  the  bulk  of  the 
loan  will  be  likely  to  go,  so  far  as  we  are  concerned, 
in  the  shape  of  rails,  locomotives  and  rolling  stock. 
Some  might  even  go  in  gold,  if  the  borrowing 
Government  is  imj^roving  its  currency  :    wc  are 
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latterly  great  dealers  in  gold  as  a  commodity,  the 
produce  of  the  South  African  mines.  But  a  loan 
of,  say,  fifty  millions  will  never  go  wholly  in  gold. 
It  will  go  mainly  in  British  produce,  mostly  manu- 
factures. The  making  of  these  goods  will  not  only 
employ  labour  here  but  will  secure  a  profit  to  the 
capital  employed  in  making  them  ;  and  that  profit 
will  in  ordinary  course  provide  for  the  upkeep  and, 
if  necessary,  the  extension  of  the  plant  of  that 
industry. 

Thus,  broadly  speaking,  there  cannot  be  export 
of  capital  without  giving  employment  and  profit 
to  British  labour  and  capital.  Beyond  the  small 
movements  of  bullion,  which,  as  we  have  seen, 
regularly  go  on  in  time  of  peace  to  balance  the 
money  exchanges  between  different  States,  capital 
simply  cannot  be  exported  save  in  the  form  of 
commodities.  If  the  borrowing  State  were  simply 
to  receive  a  British  cheque  for  £50,000,000  from 
the  Bank  of  England,  or  Bank  notes  to  that  amount 
(which  is  not  the  way  in  which  things  are  done),  it 
would  have  to  proceed  to  buy  with  that  paper  the 
special  goods  it  required,  and  also  further  goods, 
the  sale  of  which  in  its  own  or  neighbouring 
countries  would  bring  in  the  spare  money  it  needed. 

Does  this  procedure,  then,  take  away  saved 
credits  which  are  needed  for  the  expansion  of 
British  industry  ?  The  question  must  be  held  to 
apply  to  profitable  expansion  ;  and  in  that  sense 
it  elicits  the  answer  that  nothing  of  the  kind 
happens.     It   is   true   that   British   producers   or 
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traders  may  sometimes  be  unable  to  borrow  in  the 
market  or  from  a  bank  when  they  wish  to  do  so  ; 
but  the  same  thing  may  happen  to  a  foreign 
Government  that  wants  to  borrow.  It  is  all  a 
question  of  whether  the  proposed  investment  is 
believed  to  be  sound.  Great  men  of  business  testify 
that  no  really  sound  undertaking,  which  can  show 
to  competent  observers  a  good  prospect  of  profit, 
has  ever,  in  peace  time,  failed  to  secure  the  capital 
it  needs.  In  point  of  fact,  much  money  was 
annually  lost  in  pre-war  days  by  being  invested  in 
home  undertakings  wliich  turned  out  unsound.  It 
was  repeatedly  estimated  that  in  a  given  year 
those  losses  had  amounted  to  £100,000,000  sterling. 
After  such  an  experience,  naturally,  '  bitten  ' 
investors  will  be  chary  of  speculations  at  home, 
and  may  prefer  to  try  speculations  abroad.  In 
that  case  also,  however,  they  will  often  lose  ;  and 
the  problem  of  investment  at  home  or  abroad  is 
simply  a  matter  of  choice  among  risks  and  attrac- 
tions. There  was  nothing  new  in  our  day  about 
investing  money  in  foreign  undertakings  at  a  high 
rate  of  interest.  The  Duke  of  Wellington  in  his 
day  warned  his  countrymen  that  high  interest 
meant  high  risk  ;  and  that  discover}'  was  made 
long  before  the  Duke  of  Wellington.  But  in 
modern  times  comparatively  high  interest  has  been 
obtainable  in  foreign  investments  to  a  much  larger 
extent  than  formerly  ;  and  tliis  largely  because 
British  and  American  and  European  management 
and  enterprise,  as  in  the  Argentine  Republic,  lias 
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been  largely  developing  the  resources  of  new 
countries.  Does  that  attraction,  then,  tend  to  leave 
British  industries  destitute  of  the  capital  they 
need  to  maintain  and  expand  them  ;  or  has  it 
prevented  the  establishment  in  Britain  of  new 
industries  xoMch  would  have  yielded  a  fair  profit  to 
capital  ? 

It  may  be  confidently  answered  that,  apart 
from  the  complaints  of  '  new  '  men  who  cannot 
get  the  capital  they  want  to  run  a  scheme  or  an 
invention,  there  is  no  evidence  whatever  that 
industry  has  ever  in  this  country,  under  peace 
conditions,  been  held  up  or  hampered  by  lack  of 
the  loanable  capital  which  was  being  invested 
abroad.  It  is  perfectly  possible  that  a  competent 
man,  who  has  not  previously  been  able  to  show 
what  he  could  do,  may  for  a  time  fail  to  get  the 
capital  he  needs  to  develop  a  sound  enterprise 
that  he  has  planned.  But  that  can  and  does  happen 
in  exactly  the  same  way  in  tariffed  countries.  Even 
in  the  United  States,  where  money  is  speculated 
with  more  freely  than  here  by  reason  of  the 
greater  possibilities  open  to  enterprise,  nothing 
is  more  common  than  the  story  of  the  inventor 
who  has  to  give  up  his  invention  for  a  small 
payment  or  pittance  in  order  to  have  it  worked. 

On  the  other  hand,  a  little  reflection  will  show 
that  in  peace  time  a  large  quantity  of  British  gains 
had  to  be  invested  abroad  if  they  were  to  be 
profitably  invested  at  all.  As  we  have  seen, 
hundreds   of  millions   were   lost   in   home  under- 
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takings  which  failed  to  find  the  required  market 
for  their  production,  whatever  it  was.  The  reason 
is  that  at  any  one  moment  there  is  a  Hmit,  very 
slightly  elastic,  to  the  amount  of  production  that 
can  profitably  go  on  in  any  one  coun.try.  If,  then, 
the  amount  of  capital  required  in  any  one  year  in 
any  one  country  for  the  undertakings  that  can 
yield  a  profit  is  £100,000,000  ;  and  if  the  aggregate 
trade  profits  and  savings  of  that  country  in  that 
year  is  £200,000,000,  half  of  the  aggregate  must 
be  invested  abroad  if  it  is  not  to  be  either  lost 
or  merely  hoarded.  Now,  in  a  country  that  is 
predominantly  industrial  and  maritime,  as  our 
country  is,  that  will  be  in  peace  the  normal 
state  of  affairs,  however  the  amount  in  incomings 
and  outgoings  may  vary.  Under  normal  peace 
conditions,  we  simply  could  not  turn  to  purposes  of 
home  production  and  profitable  export  the  excess 
of  earnings  over  outgoings. 

Let  us  put  the  matter  in  a  broadly  simple  way. 
Let  us  suppose  that  our  export  of  coal  and  other 
raw  material  serves  only  to  balance  our  imports  of 
food.  Then  our  manufactures  will  earn,  roughly 
speaking,  twice  as  much  value  in  raw  material  as 
was  put  into  them.  Suppose,  for  instance,  that 
the  exports  of  the  cotton  trade  are  valued  at 
£100,000,000  and  embody  £50,000.000  worth  of 
raw  material.  If  for  the  £100,000,000  worth  of 
goods  there  is  imported  £100,000,000  worth  of  raw 
cotton  (supposing  it  to  be  procurable),  it  will 
require  an  export  of  £200,000.000  worth  of  cotton 
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manufactures  to  use  up  that  raw  import.  No  man 
of  business  will  suppose  for  a  moment  that  this 
immense  increase  of  export  could  find  a  paying 
market.  If,  however,  we  imagine  the  transaction 
to  be  possible,  the  consequence  next  to  be  con- 
sidered will  be  that  an  export  of  £400,000,000  of 
cotton  manufactures  will  be  required  to  use  up  the 
imported  £200,000,000  of  raw ;  and  so  on  ad 
infinitum. 

It  is  plain,  then,  that  the  tariffist  demand  that 
our  imports  should  take  solely  the  form  of  com- 
pletely raw  material  is  mere  folly.  As  a  matter  of 
fact,  as  we  have  seen,  the  great  bulk  of  it  is  either 
wholly  or  mainly  or  partly  raw  material,  in  the 
sense  in  which  leather  is  raw  material  for  the 
boot  manufacturer,  and  steel  for  the  tin-plate 
maker  and  shipbuilder.  But  unless  we  are  to  forgo 
part  of  our  profits,  or  of  the  payments  earned  by 
our  ships  for  freightage  (where  there  is  no  export 
to  represent  the  work  done),  or  of  the  interest  on 
British  investments  abroad,  we  must  take  part  of 
the  national  incomings  in  the  form  of  foods  and 
finished  goods. 

One  could  imagine,  indeed,  an  ideal  State  which 
would  annually  perform  just  the  amount  of  labour 
needed  to  feed  and  clothe  its  population  comfort- 
ably, sending  to  foreign  countries  just  the  amount 
of  its  own  produce  required  to  pay  for  what  of 
their  produce  its  people  decided  to  consume.  In 
the  case  of  such  a  State  there  would  be  no  national 
debt,  no  regulation  of  the  money  exchanges,  no 
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stocks  and  shares  to  buy  and  sell.  But  if  in  such  a 
State  there  occurred  in  any  year  a  bad  shortage  of 
the  produce  upon  which  it  mainly  relied,  or  if  in 
other  countries  a  new  taste  had  cut  do^vn  the 
demand  for  its  principal  export,  the  population  of 
the  ideal  State  might  find  itself  in  a  very  unideal 
condition.  Howsoever  that  might  be,  actual  States 
must  plan  their  fiscal  systems  in  relation  to  the 
industrial,  commercial,  and  financial  conditions 
which  actually  subsist.  These  include  national 
debts,  stocks  and  shares,  payment  of  interest  and 
lending  of  capital.  It  is  these  factors  that  we 
must  take  into  account. 

Sometimes  a  tariffist,  striving  to  get  out  of  the 
rut  of  the  ordinary  formulas  of  his  school,  argues 
that  all  importation  of  foreign  goods  in  mere  pay- 
ment of  interest  on  our  investments  is  a  wrong  to 
Labour,  since  it  must  take  employment  out  of  the 
hands  of  labour,  and  bread  out  of  its  mouth.  That 
might  be  supposed  to  be  the  argument  of  a 
Socialist,  howbeit  a  shortsighted  one.  But  it  was 
actually  used  in  the  hearing  of  the  present  writer 
b}'  an  advocate  of  tariffs  who  drew  a  large  income 
from  investments.  Perhaps  they  were  wholly 
Britisli  investments  ;  but  this  is  far  from  certain  ; 
for  while  the  discussion  on  export  of  capital  was 
proceeding  nine  or  ten  years  ago  tlicrc  were 
published,  without  challenge,  lists  of  names  of 
leading  '  tariff  reformers,'  M.P.'s  and  others,  who 
were  actually  directors  of  financial  and  com- 
mercial   companies    directly    occupied    in    getting 
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British  capital  invested  abroad.  But  the  essential 
point  to  be  realised  is  that  no  importation  of 
foreign  goods,  on  a  balance,  takes  away  employ- 
ment, save  in  the  sense  that  the  working  hours  of 
labour  may  be  beneficially  reduced,  with  no  fall 
in  wages. 

Let  us  consider  the  forms  which  the  importation 
of  foreign  goods,  representing  payments  of  interest 
on  British  investments,  mainly  takes.  One  of  the 
forms  is  tropical  produce.  There  arrives,  say,  a 
shipload  of  bananas.  For  the  working  of  the  ship, 
seamen  earn  wages — latterly,  much  better  wages 
than  formerly.  For  the  unloading,  the  ware- 
housing, the  bookkeeping,  the  transport,  the 
delivery  to  the  final  consumer,  labour  is  employed 
at  every  step.  And  so  A\ith  every  other  article, 
whether  it  be  foreign-made  lace,  or  fine  French 
woollens,  or  steel  bars.  In  the  last-named  case, 
there  is  set  to  work  a  higher  grade  of  labour  to  turn 
the  steel  to  its  uses  than  would  have  been  employed 
in  making  pig-iron  out  of  the  ore,  or  steel  out  of 
the  pig-iron.  If  a  smaller  number  of  men  are 
directly  employed  through  the  transference  from 
lower  to  higher  grade  labour,  the  outcome  is  new 
emploj^Tient  for  forms  of  labour  ministering  to  the 
better-paid  labour.  Upon  the  increase  in  national 
wealth,  there  follow  new  and  better  modes  of 
transit,  new  means  of  recreation,  new  services. 
Where,  in  a  word,  is  there  more  work  to  be  done 
for  wages  than  in  a  progressive  industrial  State  ; 
and  where  has  labour  a  greater  variety  of  forms  ? 
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For  its  own  part,  Labour  so  called  is  latterly 
less  concerned  to  demand  work  than  to  insist  upon 
doing  less  work  for  a  given  payment — to  have,  in  a 
word,  shorter  working  hours.  And  this  advantage 
it  has  gone  on  obtaining  in  this  country  during  the 
free-trade  period  at  a  rate  that  was  never  before 
seen  in  the  world's  liistory.  As  a  matter  of  fact 
working  hours  were  never  reduced  during  the  ages 
of  protectionism  ;  and  in  the  first  half  of  the 
nineteenth  century  Mill  could  write  that  it  was 
very  doubtful  whether  all  the  inventions  made  in 
machinery  had  lightened  the  day's  toil  of  a  single 
human  being.  To-day  we  can  answer  that  they 
certainly  have  ;  and  that  it  must  be  mainly  due 
to  free  trade  that  working  hours  are  shorter  in 
Britain  than  in  any  other  industrial  country.  And 
this  is  a  gain  of  the  most  important  kind,  for  it 
means  better  life.  The  nation  that  can  live  at 
a  given  civilised  standard  of  comfort  for  least 
expenditure  in  bodily  toil  is  the  best-off  nation,  in 
the  best  sense. 

From  the  tarifhst  point  of  view,  it  might  be 
supposed  that  the  true  object  of  fiscal  and 
industrial  policy  is  not  to  increase  well-being  but 
to  multiply  toil.  Let  it  be  clearly  understood  that 
the  aim  and  ideal  of  free-trade  policy  is  not  to 
multiply  toil  but  to  increase  proportionally  the 
fruits  of  toil.  If  to-day  manna  were  to  fall  from 
heaven,  tariflism  would  be  committed  in  i)rinciple 
to  putting  a  tax  up(jn  it  in  the  interests  of  what- 
ever form  of  food  production  was  suj)posed  to  have 
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been  "  dumped  upon.'  Something  very  like  that 
is  actually  seen  from  time  to  time  in  tariff  policy. 
In  the  United  States,  they  used  to  tell  a  story 
of  a  deputation  of  orange-growers  who  went  to 
President  McKinley  (or  another)  to  ask  for  an 
import  duty  on  bananas.  "  But  we  don't  grow 
bananas,"  replied  the  President,  "  how  can  we 
give  protection  on  them  ?  "  "  It  is  Uke  this,"  was 
the  reply,  "  we  grow  oranges,  and  we  feel  that  when 
a  man  is  full  of  bananas,  he  has  no  room  left  for 
oranges."  The  thesis  is  a  very  consistent  develop- 
ment of  tariffist  principles. 

In  our  o'«Ti  fiscal  politics,  however,  we  find 
perfectly  serious  reasoning  which  is  at  bottom 
more  absurd  than  that  ascribed  to  the  American 
orange-men  in  the  story.  In  the  pamphlet  entitled 
"The  Real  Case  for  Tariff  Reform,"  published  in 
1910  with  a  preface  by  Mr.  Austen  Chamberlain, 
it  is  argued,  for  instance,  that  because  in  1881 
the  1,430,785  persons  employed  in  our  textile 
industries  constituted  410  per  10,000  of  the 
population,  while  in  1901  the  1,462,001  persons 
employed  in  the  same  industries  constituted  only 
353  per  10,000  of  the  population,  there  was  "  a  loss 
of  57  per  10,000  of  the  population,"  by  which  it 
appears  to  be  meant  that  57  per  10,000  of  the 
population  had  lost  work,  or  that  work  which 
might  have  employed  them  had  been  '  lost.'  In  the 
same  fashion,  the  pamphlet  argues  that  if  in  any 
industry  whatever  the  percentage  of  the  whole 
population  employed  does  not  go  on  increasing. 
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there  has  been  '  loss.'  The  student  who  will 
master  this  proposition  and  realises  its  folly  will 
have  gained  a  useful  insight  into  the  nature  of 
tarifFist  delusion. 

In  the  case  cited,  the  amount  of  manufactures 
produced  by  1,462,000  persons  in  1901  was  very 
much  greater  proportionally  than  that  produced  by 
1,430,000  persons  in  1881  ;  so  that  every  hand 
employed  in  1901  produced  much  more  of  ex- 
changeable value  than  had  been  produced  per 
hand  in  1881,  though  wages  had  risen  and  working 
hours  had  not  increased.  Thus  the  nation  was 
getting  very  much  more  output  from  nearly  the 
same  number  of  textile  workers  (an  increase  of  only 
2-2  per  cent).  This  has  come  about  mainly  by 
improvements  in  machinery ;  and  if  further 
improvements  in  machinery  should  double  the 
power  of  production  per  head,  so  that  positively 
fewer  people  should  produce  much  more  cloth, 
the  fact  would  be  proclaimed,  upon  tariflist 
})rinciplcs,  to  be  a  '  loss.'  Tariffism,  in  short,  is 
logically  committed  to  the  prevention  of  all  im- 
provement in  machinery.  By  that  plan  (since  the 
tariflist  cannot  hope  to  banish  machinery  alto- 
gether) we  should  ensure  that  any  increase  in 
output  will  always  mean  an  exactly  proportionate 
increase  in  the  number  of  hands  employed. 

A  little  reflection  will  show  that  social  progress 
largely  consists  in  this  proportional  reduction  of 
the  arnoHiit  of  jxrsonal  labom-  needed  for  a  given 
output  of  commodities.     If  we  could  so  work  our 
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coal  mines  that  fewer  hands,  working  not  longer 
but  shorter  hours,  and  with  fewer  accidents, 
should  extract  more  coal,  we  should  have  nation- 
ally gained.  For  the  hands  that  were  no  longer 
needed  for  the  toilsome  and  dangerous  work  of 
mining  would  be  available  for  less  toilsome  and 
less  dangerous  work  above  ground.  What  an 
enlightened  citizen  would  desire  to  see  is  not  an 
increasing  or  undiminished  proportion  of  labour 
required  for  monotonous  toil,  but  a  less  proportion, 
with  an  increased  output  of  necessities,  and  an 
increased  proportion  of  persons  doing  other  kinds 
of  social  service — teachers,  artists,  entertainers, 
dentists,  scientific  researchers.  He  would  want  to 
see  fewer  married  women  obliged  to  work  outside 
of  their  own  homes,  many  more  pupils  in  the 
higher  schools,  and  many  more  students  at  the 
universities. 

Concerning  export  of  capital,  finally,  we  have  to 
note  that,  after  all  the  outcry  on  the  subject  in  this 
country,  an  exactly  similar  outcry  was  found  to  be 
going  on  in  France  and  Germany,  under  their 
tariffs  !  Demands  were  made  in  both  countries  for 
the  prevention  of  the  export  of  capital,  which  was 
said  to  be  going  on  to  the  detriment  of  native 
industry.  And  in  reality  some  export  of  French 
and  German  capital  was  going  on,  whether  by 
public  loan  or  private  transaction.  One  of  the 
ways  in  which  capital  is  invested  abroad  is  the 
leaving  at  interest  of  the  proceeds  of  the  sale  of 
goods  exported  in  the  ordinary  way  of  business. 
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If  it  can  be  invested  there  to  better  advantage 
than  it  could  be  employed  at  home,  it  will  be  so 
invested.  That,  of  course,  means  that  sooner  or 
later  the  return  on  the  investment  vnW  come  in  the 
shape  of  goods,  to  the  annoyance  of  the  tariffist — 
unless,  indeed,  the  inventor  himself  emigrates, 
thus  taking  his  capital  with  him. 

That  contingency,  in  turn,  is  sometimes  declared 
by  tariffists  to  be  the  natural  outcome  of  the  free- 
trade  system.  Once  more,  the  allegation  turns  out 
to  be  false  in  fact,  as  it  is  absurd  in  theory.  Apart 
from  preferences  for  a  given  climate  and  society, 
an  owner  of  capital  invested  abroad  will  be  either 
more  or  less  likely  to  follow  his  capital  according 
as  difficulties  are  or  are  not  put  in  tlie  way  of  his 
getting  the  fruits  of  it.  Since  the  war,  the  heavy 
taxation  of  incomes  in  belligerent  countries  may 
thus  tend  to  cause  movement  of  persons  whose 
capital  is  or  can  be  invested  in  lightly  taxed 
countries.  But  under  peace  conditions,  not  only 
was  Britain  a  very  comfortable  place  for  owners  of 
capital  to  live  in :  it  was  the  country  that  offered 
least  resistance  to  the  entrance,  as  imports,  of  the 
interest  on  foreign  investments. 

In  a  tariffed  country,  on  the  other  hand,  the 
duties  on  imports  put  a  special  difficulty  in  the 
way  of  the  return  of  interest  on  investments.  As 
we  have  seen,  it  cannot  all  come  in  raw  materials  : 
if  other  things  arc  blocked,  the  natural  course  is 
for  the  tariffed  exporter  to  leave  his  profits  invested 
abroad,  though  lie  has   smaller  profits  to   invest. 
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Thus,  though  the  profit  to  be  made  in  exploiting 
the  potential  wealth  of  a  '  new  '  country,  or  one  of 
great  natural  resources  like  the  United  States,  will 
always,  or  generally,  attract  capital  thither,  the 
free-trade  country  is  actually  the  one  which,  other 
things  being  equal,  offers  most  inducement  to  the 
foreigner.  This  is  not  merely  true  in  theory  :  it  is 
a  matter  of  actual  historical  experience. 

Mr.  Bonar  Law  once  stated  in  the  House  of 
Commons,  in  the  hearing  of  the  present  writer, 
at  the  period  when  export  of  capital  was  being 
debated  among  politicians,  that  one  of  the  aims  of 
tariff  reform  policy  was  to  induce  foreign  capital 
to  come  to  this  country.  At  that  very  time,  as  it 
happened,  so  much  foreign  capital  was  actually 
being  invested  in  this  country  that  some  of  the 
right  hon.  gentleman's  tariffist  followers  were 
pointing  to  the  fact  as  constituting  an  undesirable 
state  of  things  !  It  is  quite  true  that  some  British 
capital  has  gone  for  industrial  investment  abroad. 
It  is  also  true  that  much  German  capital  was 
invested  in  Russia  in  the  years  before  the  war, 
because  the  high  Russian  tariff  made  it  more 
profitable  for  the  German  manufacturer  to  go 
there  and  set  up  his  own  factory  than  to  export  his 
manufactures.  In  this  way  the  German  manu- 
facturer in  Russia  competed  against  the  German 
manufacturer  in  Germany.  It  vnll  probably  not  be 
argued,  however,  even  by  our  tariffists,  that  this 
was  a  very  good  policy  for  Russia.  In  any  case,  it 
took  a  very  high  tariff  to  do  it ;  and  the  result  was 
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that  German  and  other  foreign  capitalists  were 
enriched  by  the  high  profits  which  the  Russian 
tariff  enabled  them  to  extort  from  the  Russian 
consumer  ;  while  the  German  tariff,  on  the  other 
hand,  was  utterly  impotent  to  prevent  the '  export  of 
capital '  from  Germany,  and  the  bestowal  of  employ- 
ment upon  Russian  instead  of  German  workmen. 

In  Britain,  on  the  other  hand,  as  against  the 
export  of  British  capital  (in  the  form  of  British 
goods)  to  Russia,  to  set  up  British-managed 
factories  there,  or  to  Canada  or  the  Argentine  to 
promote  the  development  of  those  countries,  there 
was  an  abundant  investment  of  American  capital 
in  the  establishment  of  great  factories  here.  As 
long  ago  as  1900,  the  Director  of  the  American 
Census  estimated  that  more  than  40,000,000  dollars 
(£8,000,000)  of  American  money  was  "invested  in 
European  plants  devoted  to  the  manufacture  of 
various  American  specialties,  including  all  de- 
scriptions of  electric  apparatus,  sewing  machines, 
belting  radiators,  shoe  machinery,  coal-carrying 
apparatus,  steel  chains,  machine  tools,  hoisting 
machinery,  printing  machinery,  elevators,  watch- 
making machinery,  pneumatic  tools,  and  photo- 
graphic apparatus." 

Among  these  establishments  were  the  factory  of 
the  American  General  Electric  Company  at  Rugby  ; 
that  of  the  Wcstinghouse  Company  at  Trafford 
Park,  employing  between  2000  and  3000  menj  the 
works  of  the  Singer  Sewing  Machine  Company  at 
Glasgow  ;   that  of  the  American  Tool  Company  at 
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Fraserburgh :  that  of  the  Hoe  Company  for  making 
printing  presses  and  Hnotype  machinery  in  London  ; 
the  factory  of  the  American  Draper  Company  in 
Lancashire  for  the  manufacture  of  fast-running 
Northrup  looms  ;  and  that  of  a  great  American 
company  for  the  production  of  mining  machinery 
near  London.  Such  is  the  persistent  incon- 
sistency of  tariffist  propaganda  that  while  its 
leaders  were  declaring  the  attraction  of  foreign 
capital  to  be  desirable,  and  ignoring  how  much 
was  thus  actually  attracted,  other  tariffists  spoke 
of  the  erection  of  these  American  establishments 
as  a  proof  of  the  impoverishing  effect  of  tree  trade. 
Export  of  capital  was  a  bad  thing  ;  but  import  of 
capital  was  worse  ! 

Incidentally,  the  establishment  of  these  great 
American  concerns  in  Britain  disposes  of  the 
tariffist  theory  that  the  command  of  a  secured 
home  market  enables  the  protected  manufacturer 
to  produce  at  such  a  low  cost  that  he  can  send  his 
products  at  under-cutting  rates  into  a  free-trade 
country.  Why  did  those  concerns  come  here,  if 
that  theory  be  true  ?  Why  were  not  the  Singer 
sewing-machines  sent  over,  instead  of  being 
manufactured  for  the  whole  European  market  in 
Scotland  ?  Simply  because,  firstly,  they  could  be 
manufactured  more  cheaply  here  than  in  the 
States  ;  and  secondly,  because  the  produce  of  a 
free-trade  country  obtained  the  most  favoured- 
nation  treatment  in  European  markets  where  that 
of  the  United  States  would  not. 
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One  way  and  the  other,  the  fact  that  American 
capital  was  being  largely  invested  in  industrial 
undertakings  in  the  free-trade  country  was  proved 
for  every  one  who  was  honest  enough  to  face  tlie 
statistical  facts.  One  more  protectionist  bubble 
had  burst.  This  one,  so  far,  has  not  been  blown 
again  at  the  present  juncture.  It  is  none  the  less 
important  to  realise  that  the  facts  as  to  export  and 
import  of  capital  are  all  in  favour  of  adherence  to 
the  policy  of  free  imports.  The  trouble  now  is 
that  the  conditions  of  production  in  Britain  are 
such  as  to  attract  neither  British  nor  American 
capital  to  production.  Those  conditions  are  virtu- 
ally protectionist  conditions.  At  the  time  at  which 
this  chapter  is  written  we  have  artificial  restraints 
upon  imports  for  protectionist  reasons  ;  and 
import  duties  which  were  imposed  as  a  war 
measure  are  retained  for  }:)rotoctive  purposes.  Thus 
all  costs  of  production  arc  high  ;  export  trade  is 
poor  ;  and  hosts  of  men  returned  from  the  war 
are  still  unemployed.  As  a  result  of  the  war,  in 
fact,  we  are  living  under  conditions  analogous  to 
those  which  a  regular  tariff  policy  would  set  up. 
That  is  ])reciscly  our  misfortune  and  our  peril. 


CHAPTER  XIII 

THE    LESSONS    OF    THE    WAR 

IN  the  last  and  in  several  previous  chapters  we 
have  been  considering  several  real  lessons  of  the 
war,  as  contrasted  with  the  one  lesson  professedly 
extracted  from  it  by  our  tariffists.  Some  time  ago 
they  made  play  with  two  cries  :  '  Keep  out  German 
goods,'  and  '  Give  a  preference  on  Empire  goods.' 
Now  that  the  Peace  Treaty  is  signed,  the  first 
becomes  :  '  Keep  out  German  and  other  foreign 
goods  ' ;  and  Imperial  Preference  has  fully  revealed 
itself  as  a  mere  expedient  to  carry  out  the 
principle  of  protection  for  home  manufactures 
against  foreign.  Thus,  on  the  tariffist  side,  no 
lesson  whatever  has  been  learned  from  the  war  : 
not  the  vital  lesson  that  a  debtor  country  must 
increase  its  exports,  and  to  do  that  to  advantage 
must  keep  its  costs  of  production  low  ;  not  the 
lesson  of  the  superiority  of  free-trade  finance  ;  not 
the  lesson  of  the  power  of  free  trade  to  maintain 
the  greatest  mercantile  marine,  and  on  the  basis  of 
that  the  greatest  navy  ;  not  the  lesson  of  the 
demoralisation  of  Germany  by  the  ideal  of  obtain- 
ing markets  by  force  ;  nor  the  lesson  that  profiteer- 
ing  makes  traders  unpopular  and  causes   angry 

208 


THE  LESSONS  OF  THE  WAR         209 

discontent ;  nor,  above  all,  the  supreme  moral 
lesson  that  blind  selfishness  is  really  not  the  way 
even  to  material  success  in  a  civilised  world,  to  say 
nothing  of  its  being  a  sure  way  to  paralyse  the 
political  intelligence  of  a  people. 

When  we  survey  broadly  the  whole  history  of 
protectionist  policy,  we  realise  that  it  is  a  play 
of  one  principle,  the  exaction  of  gain  from  the  many 
by  the  few.  First  we  have  customs  duties  extorted 
by  chiefs,  kings,  barons,  and  States  as  a  means  of 
revenue,  which  may  or  may  not  be,  but  generally  is 
not,  devoted  by  the  receivers  to  any  public  purpose. 
Later,  when  Governments  are  more  and  more 
obliged  to  turn  their  revenues  to  public  account, 
the  manipulation  of  customs  duties  becomes  more 
and  more  a  matter  of  the  '  pull '  of  particular 
interests.  Where  an  interest  can  persuade  a 
number  of  ignorant  people  that  the  competition  of 
the  foreigner  is  an  injury  to  them  in  general,  the 
protection  of  '  home  industry  '  becomes  a  ruling 
shibboleth,  when  in  actual  fact  fiftj'  people  at  home 
are  burdened  for  every  one  who  is  benefited.  The 
sheer  blind  selfishness  of  all  the  interests  con- 
cerned is  abundantly  revealed  by  their  efforts  to 
injure  each  other."^  Woollen  tricd'harder  in  England 
to  kill  cotton  than  to  hurt  tlie  foreigner.  In  old 
Flanders,  as  in  England,  town  workmen  sought  to 
suppress  the  industrial  competition  of  villages  ;  and 
when  Holland  became^  trading  country  her  cities 
fought  the  Hansa  for  trade  monopolies.  Even 
in   the   rojjublican   period  they   jealously   plotted 
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against  each  other's  prosperity.  What  men  in 
groups  could  never  see,  blinded  as  they  were  by 
self-interest,  was  that  the  prosperity  of  one  was 
not  an  injury  to  the  others  if  it  were  obtained  by 
real  work.  In  the  period  of  colonial  conquests,  the 
Dutch,  as  we  saw,  were  as  jealous  monopolists  as 
any,  refusing  to  apply  in  their  foreign  commerce 
the  principles  of  free  trade  which  had  been  forced 
upon  them  at  home  by  their  peculiar  position  and 
circumstances. 

In  England,  all  through  the  seventeenth  and 
eighteenth  centuries,  import  duties  and  pro- 
hibitions represented  simply  the  preponderance  of 
political  influence  for  the  time  being.  The  parlia- 
mentary union  of  England  and  Scotland  was 
dangerously  delayed  till  1707  by  the  refusal  of 
English  traders  to  let  Scottish  trade  have  free 
entrance  ;  and  the  still  unsolved  Irish  problem 
was  built  up  by  the  iniquitous  treatment  of  Irish 
trade  at  English  hands.  The  very  quarrel  by 
which  Britain  lost  her  American  colonies  arose 
out  of  her  trade  policy  towards  them.  Always 
there  were  free  traders  who  saw  the  truth  :  always 
there  was  a  clamorous  crowd  of  self-seekers  who 
refused  to  learn  it.  The  final  triumph  of  free  trade 
policy,  as  we  saw,  came  about  because  one  interest 
only  was  for  the  time  being  seeking  protection  ; 
and  the  evil  wrought  by  its  privileges  had  become 
intolerable. 

One  of  the  most  familiar  and,  for  some,  one  of 
the  most  plausible  pleas  for  a  policy  of  tariffs  is 
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that  most  nations  have  adopted  it.  Why,  we  arc 
asked,  have  so  many  enhghtened  countries  estab- 
hshed  tariffs  if  they  do  not  find  that  they  gain  by 
them  ?  The  complete  answer  is  that  in  every 
country  tariffs  have  been  set  up  or  maintained 
by  organised  combinations  of  interests  which 
either  bewilder  or  overbear  those  whom  they  are 
going  to  plunder.  That  is  the  great  danger  before 
us.  People  are  so  easily  confused  ;  and  so  few  are 
prepared  to  take  the  trouble  needed  to  understand 
economic  questions ;  while  the  great  interests 
which  have  money  at  stake  are  indefatigable  in 
spreading  false  information  and  catchpenny 
appeals.  In  the  United  States,  a  political  campaign 
to  raise  or  maintain  a  tariff  means  an  immense 
expenditure  by  a  multitude  of  enriched  manu- 
facturers. Among  ourselves,  the  systematic 
expenditure  to  promote  tariffist  opinion  has  been 
proportionally  as  great.  It  represents,  in  fact, 
expenditure  directed  to  future  gain  for  the  sub- 
scribers. On  the  other  side,  the  whole  organisation 
is  financially  disinterested :  representing,  as  it 
does,  zeal  for  an  ideal  and  a  principle,  it  can  never 
command  half  the  money  that  is  available  for 
'  graft.' 

Other  considerations  operate,  of  course.  Clap- 
trap about  '  cheap  European  labour  '  avails  with 
working  men  in  the  States  and  in  Australia.  In 
Germany,  as  we  saw,  Bismarck  could  appeal  to  the 
need  for  a  new  revenue  for  military  purposes  as 
well  as  to  the  selfish  interests  of  landlords  on  one 
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part  and  manufacturers  on  another.  But  in  the 
main  and  in  the  long  run  it  is  the  organised 
collaboration  of  '  grafters '  that  keeps  tariffs  going, 
because  counter-organisation  is  so  enormously 
difficult.  An  actual  majority  of  German  electors 
voted  against  food  duties  before  the  war  ;  but  the 
representative  system  made  it  impossible  for  them 
to  carry  their  point.  It  was,  however,  in  large 
part  the  fear  of  the  growing  combination  against 
their  tariff  policy  that  fed  the  zeal  of  the  German 
Junker  party  for  a  war.  By  that  means  they  hoped 
to  become  so  strong  that  the  democracy  could 
never  prevail  against  them.  There,  tariffism  and 
miUtarism  went  hand  in  hand. 

In  France,  again,  it  was  the  more  democratic 
agricultural  interest  that  prevailed  against  free 
trade  principles  when,  after  the  Franco-Prussian 
war  of  1870,  extra  revenue  had  to  be  found,  and 
French  agriculture  felt  the  pressure  of  the  cheap 
American  imports  that  depressed  agriculture  in 
England.  France  being  more  an  agricultural  than 
an  industrial  country,  the  agricultural  vote  carried 
the  day  ;  and,  high  protection  being  granted  to 
agriculture,  it  could  not  be  refused  to  manu- 
factures. That  was  no  result  of  wise  national 
deliberation  :]  it  was  a  submission  to  a  political 
combination  of  interests.  That^it  has  meant 
industrial  gain  to  France,  few  Frenchmen  pretend. 
In  Canada,  again,  the  interests  of  the  mass  of  the 
population  are  so  clearly  in  favour  of  free  trade, 
most  of  them  having  nothing  to  gain  and  some- 
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thing  to  lose  from  a  tariff.  In  1896,  Sir  Wilfrid 
Laurier  was  actually  put  in  power  on  a  free-trade 
policy  ;  and  it  was  the  irresistible  pressure  of  the 
financial  and  banking  interests  of  Canada,  which 
were  heavily  committed  to  the  maintenance  of  a 
tariff  system  by  investments  in  protected  concerns, 
that  baffled  him.  A  menace  of  wholesale  bank- 
ruptcy met  the  demand  that  an  unsound  fiscal 
system  should  be  overthrown. 

When  selfish  interest  thus  triumphs  as  between 
the  organised  few  and  the  unorganised  many 
Avithin  a  nation,  it  will  obviously  not  scruple  to 
seek  the  disadvantage  of  any  other  nation  collec- 
tively. Devoid  of  the  public  spirit  which  seeks  the 
good  of  the  majority  at  home,  it  has  naturally 
small  concern  for  the  well-being  of  the  world  in 
general.  The  exploiting  of  credulous  patriotism  in 
home  affairs  is  a  good  training  for  the  exploitation 
of  it  against  other  nations. 

It  is  not  only  by  way  of  fiscal  policy,  of  course, 
that  enterprising  egoism  fights  for  its  own  hand  ; 
and  there  have  been  many  causes  of  war  besides 
commercial  jealousy.  But  that  has  been  indirectly 
the  means  of  preventing  peaceful  development. 
In  most  international  disputes  men  arc  thinking 
of  their  gain  even  when  they  are  fighting  on 
another  pretext  ;  and  when  nations  arc  habitually 
irritating  each  other  by  setting  up  tariffs  with  the 
express  jmrpose  of  curtailing  each  other's  trade, 
even  the  fact  that  they  do  not  succeed  on  any  large 
scale  creates  a  spirit   of  jealousy    wJiich   permits 
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other  causes  of  quarrel  to  operate  more  easily. 
It  was  the  principle  of  closed  markets,  and  the 
desire  for  such  markets,  that  led  France  in  the  last 
generation  to  take  the  malicious  advice  of  Bismarck 
and  seize  the  control  of  Tunis,  thereby  driving 
Italy  into  the  arms  of  Germany  and  Austria  ;  and 
had  not  Austria  been  Germany's  ally  in  the  World 
War,  Italy  might  have  remained  the  ally  of 
Germany.  Finally,  it  was  the  desire  for  closed 
markets  that  fomented  German  jealousy  of 
England,  with  her  ever-increasing  wealth  from 
free  trade,  beside  which  the  taxable  wealth  of 
Germany  was  found  to  be  relatively  so  small. 
There  can  be  little  doubt  that  a  sense  of  financial 
insecurity,  setting  up  a  desire  for  wealth  to  be 
wrung  by  war  indemnities,  operated  in  stampeding 
the  mass  of  the  German  trading  class  to  the  side  of 
the  regular  militarist  party  in  1914. 

During  the  war,  largely  by  means  of  the 
doctrines  of  President  Wilson,  who  is  a  free 
trader,  there  arose  for  many  the  hope  of  a  new 
international  world  in  which  commercial  malice 
should  not  be  allowed  to  restrain  goodwill  among 
the  nations  by  tariff  machinery.  Not  a  little  of  the 
general  American  sympathy  with  us  in  the  early 
stages  of  the  war  was  due  to  American  experience 
of  the  trickeries  of  the  German  fiscal  authorities  in 
depriving  American  trade  of  the  fair  benefits  of  the 
conamercial  agreements  between  the  two  countries. 
Mr.  Gerard  has  told  how  these  trickeries  operated. 
Among  the  Allies,   men  began  to  feel  that  the 
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spirit  of  comradeship  ought  not  to  be  lost  ;  that 
it  ought  to  be  cherished  and  developed  by  the 
estabhshment  of  the  League  of  Nations,  the  great 
new  instrument  for  the  maintenance  of  the  world's 
peace.  The  good  working  of  such  a  League,  they 
felt,  would  not  be  easily  compatible  with  a  revival 
of  the  old  devices  by  which  nations  sought  to 
injure  each  other  in  trade. 

The  great  difficulty  was,  of  course,  that  nations 
which  have  established  protective  systems  find  it 
hard  to  get  rid  of  them  ;  partly  because  of  the 
derangement  of  trade  that  is  to  be  apprehended 
from  so  serious  a  change  as  the  withdrawal  of 
crutches  from  industries  that  have  long  gone  upon 
them.  But  there  were  new  countervailing  forces. 
For  one  thing,  both  France  and  the  United  States 
have  now  fully  established  the  system  of  taxation 
of  incomes,  which  enables  them  to  derive  revenue 
for  which  they  formerly  relied  upon  the  much  less 
just  machinery  of  import  duties.  For  another 
thing,  trade  in  all  countries  has  been  so  radically 
detached  from  pre-war  conditions  that  all  might 
now  be  said  to  start  on  an  equality.  Britain  has 
now  no  longer  the  advantages  of  exceptionally  low 
costs  of  production  and  of  being  the  great  creditor 
nation.  American  trade,  therefore,  might  be  very 
well  prepared  to  face,  if  not  at  once  a  system  of 
complete  free  trade,  at  least  one  of  low  tariffs.  In 
France  there  is  much  feeling  in  favour  of  experi- 
mental free  trade.  In  Germany,  as  we  have  noted, 
there  is  actual  official  promise  of  it. 
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It  is  at  this  juncture  that  Britain,  hitherto  the 
banner-bearer  and  ensample  of  the  free-trade 
principle,  is  being  headed,  under  entirely  abnormal 
political  conditions,  in  the  opposite  direction.  If 
that  reversal  should  be  consummated,  the  dis- 
couragement to  the  new  aspirations  in  most  other 
countries  will  probably  be  sufficient  for  a  long  time 
to  defeat  the  hopes  of  the  advocates  of  the  League 
of  Nations. 

That  misfortune  to  a  world  so  sorely  in  need  of 
new  securities  for  peace  will  be  bad  enough.  But 
if  we  simply  have  regard  to  the  prosperity  and 
solvency  of  our  owai  country,  we  have  such  urgent 
cause  for  effort  that  no  other  consideration  need 
weigh  with  us  in  the  matter.  Even  mth  a  Germany 
still  shackled  by  protectionism,  our  task  of  re- 
cuperation would  be  hard  enough.  With  a 
Germany  unshackled  while  we  have  put  on  fetters 
it  will  be  simply  hopeless.  Let  the  nation  then 
look  to  its  life. 
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A  helpful,  sensible  book,  unspoilt  by  fads  or 
prejudices,  which  shows  how  the  body  can  be 
kept  in  tone  by  the  following  of  simple  rules  of 
health.  Mr.  Miles'  advice  is  particularly  valuable 
with  regard  to  mental  poise.  The  text  is  very 
fully  illustrated. 

"  To-day,  more  than  ever,"  says  the  author  in  his  Foreword, 
"  there  is  demanded,  from  every  member  of  the  Empire,  greater 
all-round  efficiency  and  economy.  .  .  .  Now,  as  never  before, 
health  is  a  duty,  and  should  be  added  to  our  list  of  duties 
towards  God  and  our  duties  towards  our  '  Neighbour.' 

"Self-Health  is  the  highest  form  of  health.  Self-Health 
is  not  dependent  on  drugs,  inoculations,  operations,  and  rest- 
cures,  and  the  elaborate  details  of  so-called  '  Hygiene.' .  .  . 

"  The  title  of  the  book  should  make  the  subject  clear.  The 
book  deals  not  merely  with  Health,  but  with  what  each  can 
do  for  self  and  for  others,  in  contrast  with  what  each  can  get 
done  by  others." 
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Mrs.  Sanderson  Furniss,  wife  of  the  Principal 
of  Ruskin  College,  Oxford,  is  a  member  of  the 
Royal  Commission  on  Housing  and  has  made  a 
special  study  of  housing  conditions  and  require- 
ments from  the  point  of  view  of  the  working 
woman.  After  a  backward  glance  at  the  historical 
events  which  were  responsible  for  the  rise  and 
development  of  slums  and  jerry-built  houses,  she 
proceeds  to  lay  down  definite  and  detailed  plans 
for  reform.  While  giving  practical  advice  on  in- 
terior details,  she  takes  a  broad  view  of  the  subject, 
insisting  that  the  woman  is  concerned  not  only  with 
her  own  house  but  also  with  its  surroundings, 
immediate  and  more  remote.  She  writes,  moreover, 
with  a  moral  end  in  view,  believing  that  the  sup- 
pression of  many  social  evils  must  be  dependent 
upon  the  improvement  of  physical  conditions.  This 
is  just  the  book  to  place  in  the  hands  not  only  of 
those  who  are  planning  new  housing  schemes  but 
also  of  those  who  are  to  live  in  the  new  houses. 
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Mr.  Stone  acted  as  Assistant  Secretary  to  the 
recent  Coal  Commission,  and  as  Secretary  to  the 
Coal  Controller.  He  is  now  connected  with  the 
Imperial  Mineral  Resources  Bureau.  No  man  in 
the  Empire  is  better  qualified  by  knowledge  and 
sympathy  to  tell  the  general  public  simply  and 
clearly  what  the  Coal  Industry  stands  for  in  the 
life  of  the  nation.  In  this  handy,  well-written, 
non-technical  volume  he  gives  a  short  history  of 
the  industry  and  deals  in  a  reasoned  manner  with 
the  problems  of  the  present  and  the  future.  He 
quotes  facts  and  figures  and  helps  his  readers  to 
understand  them  ;  he  discusses  the  meaning, 
prospects  and  probable  results  of  nationalisation  ; 
and  he  makes  the  subject  interesting  and  appeal- 
ing by  assuming  that  the  miner  is  a  human  being 
whose  physical  and  mental  needs  must  be  con- 
sidered by  all  who  wish  to  legislate  on  questions 
of  coal  supply  and  transport. 
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